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Business Activity and the G.I. Bill 


ETERANS of World War II, possibly 

{5 million in number, will benefit more 
from special veteran legislation than did 
their predecessors of a generation ago. 
The G. I. bill (Servicemen’s Readjustment 
Act of 1944) signed on June 22, provides 
for extensive government aid to service- 
men on their return to civilian life. It 
guarantees hospitalization, education, loans 
and unemployment allowance. These al- 
lowances are over and above the muster- 
ing-out pay and special insurance features 
elsewhere provided. 


COST ESTIMATES 


Early official estimates placed the cost 
of the G. I. Bill of Rights between $4.3 bil- 
lion and $6.5 billion for a period not ex- 
ceeding seven years. An estimate of costs 
based on the final provisions of the act 
reveals that such expenditures may ac- 
tually be $1 billion to $144 billion’ greater 
than this preliminary figure. The compar- 
able total spent for easing the return of 
the 4.6 million veterans of World War I 
was $275 million, paid out in the form of 
a bonus of $60 per man. The total cost 
through September 30, 1943, of direct 
benefits paid to World War I veterans and 
dependents, including pensions, allowances, 
adjusted compensation, loans for trans- 
portation, insurance and vocational re- 
habilitation, is $12.8 billion? 

The early official figures excluded pub- 
lic expenditures of $500 million for the 
construction of hospitals. The cost of 
loans was understated since the govern- 
ment guarantee was fixed at a maximum 


1The provision in the GI bill allowing for a flat sum of 
$20 a week to be paid unemployed veterans with or without 
dependents may be increased under the proposed Murray- 
BESS bill. This bill provides that $5 a week for each 
dependent up to a maximum of $15 be added to a $20-base 
unemployment payment. Civilian workers who earned $48 
or more a week in the base period would likewise be entitled 
to identical benefits. 

Indirect costs—construction of hospitals, burials and 
miscellaneous operating expenses—account for an addi- 
tional $2 billion, bringing the grand total disbursed to 
$15 billion. = 


of $1,500, instead of $2,000 as finally en- 
acted. Unemployment benefits were lim- 
ited to a maximum of twenty-six weeks in 
the early estimates, whereas fifty-two 
weeks were finally allowed in the act. 

Payment for the education of veterans 
forms the largest single cost of the G. I. 
bill. (See the table.) Such expenditures 
are expected to range from $2.5 billion to 
$3.75 billion. Of this amount, $1.0 billion 
to $1.5 billion will be spent on the one 
year of education, training or refresher 
which is permitted all eligible veterans. 
The $1.5 billion to $2.25 billion remaining 
is the estimated cost for the additional 
education up to a maximum of three years 
allowed those who have satisfactorily com- 
pleted the first year. 


EFFECT ON BUSINESS 


Congressional emphasis throughout the 
discussion leading up to the passage of the 
G. I. bill was primarily placed upon pro- 
viding adequate protection of the rights 
of returning servicemen and a “more con- 
tinuous and permanent economic rehabili- 
tation, extending beyond temporary finan- 
cial assistance and leading to the occu- 
pational and capital reestablishment of 
veterans in economic life.” Relatively little 
attention, however, was paid to the effects 
of the liberal provisions of this bill upon 


' the course of business activity after the 


war. Admittedly, the soldiers’ bonuses of 
World War I “were of a nature which 
certainly did nothing to discourage profli- 
gate expenditures and in too many cases 
they placed a drain on the economy with- 
out providing permanent good to the vet- 
eran, or providing aid when he needed it 
most.” 

Study of this bill by industry in the few 
short weeks since its passage has revealed 
that the problem of job creation after the 
war may be aggravated rather than eased 
by its liberal provisions. Construction 
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analysts, for example, find that under the 
time provisions of the bill “the bulk of 
veterans’ home buying will be concen- 
trated in the first three-year period after 
the war. This will be a time when pent- 
up housing needs will send the over-all 
demand sky high. To the house build- 
ing industry this looks like a sure way to 
recommence the familiar cycle of over- 
building and eventual mortgage inflation, 
followed by collapse.” 

The Consumer Banking Institute re- 
cently found that this bill “has tremend- 
ous implications to the whole field of con- 
sumer credit. The true nature and scope 
of all of these will not be realized until 
months after it gets into full-swing opera- 
tion.” The Institute warns against the 
heavy debts which veterans may assume, 
counseling that the guaranty feature does 
not make the total amount of the credits 
any less the obligation of the veterans. 
Drastic changes may occur in consumer 
credit extension, since the 4% rate stip- 
ulated in the bill is too low to be attrac- 
tive to the body of finance and loan com- 
panies. Finally, the 20-year term on some 
types of business loans may make for ex- 
cessive losses and force upon the consum- 
er credit trades long terms which they 
know to be unsound. . 

The far-reaching influence of this bill 
are thus slowly beginning to emerge. With 
a tenth of our population affected by pro- 
visions which may range in cost from a 
low of $4 billion to in excess of $8 billion, 
its repercussions warrant intensive and 
continuing study. To assist in this exam- 
ination and appraisal, THe CONFERENCE 
Boarp is devoting one of its round table 
discussions at its forthcoming September 
meeting to the subject of the “Influence 
of the G. I. Bill on Business Activity.” 
In addition to a representative of the Vet- 


1The 262nd meeting of the National Industrial Conference 
Board will be held at the Waldorf-Astoria Hotel in New 
York City on September 21, 1944, 
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erans’ Bureau, charged with the bill’s ad- 
ministration, qualified speakers are also 
being obtained from the construction in- 
dustry, finance, and from the field of edu- 
cation. Among the questions to be dis- 
cussed will be the impact upon instalment 
sales, land values, building activity, com- 
mercial loan rates, small business activity, 
and the diversion of manpower from the 
labor market by the retraining and educa- 
tional provisions of the bill. 

For the benefit of those planning to at- 
tend this session, and as a handy source of 
reference for business men who would like 
to familiarize themselves with the broad 
provisions, a brief digest of the G. I bill 
is presented below. Reprints will be 
made available to Board Associates upon 
request. 


PROVISIONS 


The Veterans’ Administration is re- 
sponsible for administering the provisions 
of the act, except employment. Adequate 
organization of the agency is authorized 
under each title of the law. 

Under the first title, the Veterans’ Ad- 
ministration is declared an essential war 
agency and entitled to priorities in per- 
sonnel, equipment, supplies and material, 
superseded only by the War and Navy 
departments. The Administrator of Vet- 
erans’ Affairs is directed to construct ad- 
ditional hospital facilities, for which $500 
million is authorized to be appropriated, 
as well as to make contracts with the War 
and Navy departments for the mutual use, 
exchange or transfer of hospital and domi- 
ciliary facilities when no longer needed by 
these agencies. 

The creation of additional regional and 
subordinate Veterans’ Administration of- 
fices and the placement of representatives 
of recognized veterans’ organizations in 
military and naval discharge centers to 
aid and advise discharged servicemen are 
also authorized. Further provisions allow 
for boards of review in irregular discharges 
or separation cases; discharge certificate 
and final pay before release from active 
service; necessary fitting and training in 
the use of prosthetic appliances, protection 
of veterans from signed statements relat- 
ing to the origin, incurrence or aggrava- 
tion of any disease or injury, and the 
filing of claims by disabled veterans for 
compensation, pension or hospitalization 
prior to discharge. 


Education 


Education and training of returning 
World War II servicemen, one of the most 
outstanding provisions of the G. I. bill is 
available to any eligible veteran. A max- 
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Estimated Cost of G.I. Bill of Rights 
Millions of Dollars 


Assuming 10 Million in Service 


Assuming 15 Million in Service 


SE Veterans’ Estimate Based Veterans’ Estimate Based 
Administration | on Final Provi- | Administration | on Final Provi- 
Estimate sions of Act Estimate sions of Act 
i i 500 
Construction of hospitals............... 5 Ee 500 aoe 
dua tion sp teres s feces cones a eteene les 2,500 2,500 3,750 3,750 
Loanss Guarantees... reece cee 750a 1,000) 1,125a 1,5006 
Interests Wate dorot rte connracarae 450c 400d 675c 600d 
Unemployment allowance.....>.......-. 520f 1,040g 780f coor 
Administration costs!...2......- 4-02 -- 120 160 180 
MRO tale eee 8 eee Bonen ye eve nsg beats keke 4,340 5,600 6,510 8,145 


1Calculated upon Veterans’ Administration experience 
that general administrative costs are 3% of total expenditures. 

GMasnGe loan $1,500 per veteran. 

bMaximum loan $2,000 per veteran. 


imum of one year of education or training 
at any approved school is authorized for 
those persons meeting the qualifications’ if 
their education was impeded, delayed, in- 
terrupted or interfered with by entry into 
the Armed Forces or if they desire a re- 
fresher or retraining course. Any veteran 
entering the Service when not over 
twenty-five years old is automatically 
deemed to have had his education or train- 
ing interrupted. 

After satisfactory completion of one 
year in any elected subject, additional ed- 
ucation and training periods, except for 
refresher or retraining courses, not to ex- 
ceed the time the applicant was in active 
service (September 16, 1940, to end of 
war) are permitted. The total educational 
period that any eligible person is entitled 
to is four years, beginning not later than 
two years after discharge or end of World 
War II, whichever is later. No assistance 
is to be given beyond seven years after the 
termination of the present conflict. 

Tuition and other necessary fees and 
costs—laboratory, library, books, supplies, 
etc.—not to exceed $500 per school year, 
will be paid with government funds. Pay- 
ment of a subsistence allowance of $50 
monthly, if without dependents, or $75 
monthly, with dependents, is to be made 
to any person attending courses. 


Loans 


To assist veterans in securing loans to 
buy, construct or repair, alter or improve 
homes, farms and business property, fed- 
eral guarantee up to a maximum of 50% 
of the total loan, but not to exceed $2,000, 
is authorized in this far-reaching legisla- 
tion. Persons eligible for benefits (see 


“Any person who shall have served in the active military 
or nayal service of the United States at any time on or after 
September 16, 1940, and prior to the termination of the 
present war and who shall have been discharged or released 
therefrom under conditions other than dishonorable after 
active service of ninety days or more, or by reason of an 
injury or disability incurred in service in line of duty, shall 
be eligible for benefits.” The ninety days qualifying period 
is exclusive of the period spent at a service academy or in 
completing civilian academic courses under the Army 
and Navy training programs. 


cAt rate of 6%. 
dAt rate of 4%. 
fMaximum duration 26 weeks per veteran. 
gMaximum duration 52 weeks per veteran. 


footnote 1, column 2, on eligibility require- 
ments) are required to apply within two 
years after discharge or the end of the 
war, whichever is later, but not more 
than five years after hostilities cease. No 
security is necessary for the amount guar- 
anteed, except the right of subrogation. 

Interest for the first year on the guar- 
anteed portion of the loan is to be paid 
by the government out of available appro- 
priations. Loans to veterans may be made 
by individuals, banks, corporations or pub- 
lic and other private lending agencies at 
an interest rate not exceeding 4% per year. 
The total amount of the loan is to be re- 
paid within twenty years. 


Employment 


This part of the Servicemen’s Readjust- 
ment Act, intended to assist all but dis- 
honorably discharged veterans of any war 
back into the working force, authorizes 
the creation of a Veterans’ Service Board 
which is to set the policies of the Veterans’ 
Employment Service of the United States 
Employment Service. The board con- 
sists of the Administrator of Veterans’ Af- 
fairs, as chairman, the Director of the Na- 
tional Selective Service System and the 
Administrator of the Federal Security Sys- 
tem. 

The United States Employment Service 
is commissioned to assign to each state a 
veterans’ employment representative who 
will be on the staff of the state’s public 
employment service and responsible for 
carrying out the board’s policies. These 
representatives are to register and place 
veterans, obtain and maintain current in- 
formation on available public and private 
jobs, improve working conditions and pro- 
mote veterans’ employment. 


Readjustment Allowances 


Federal assistance to unemployed World 
War II veterans is provided under Title 
V. Any eligible veteran (see footnote 
on eligibility) is entitled to an unem- 
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ployment allowance if residing in the 
United States at the time of claim, com- 
pletely unemployed or partially employed 
but earning less than $23 a week, regis- 
tered with and reporting to a public em- 
ployment office, and able to do and avail- 
able for suitable work. The allowance is 
not payable to a veteran receiving a sub- 
sistence allowance under the education and 
training provision of the act or who is re- 
ceiving an increased pension for vocation- 
al training. 

Totally unemployed veterans will re- 
ceive $20 a week. Those partially em- 
ployed will receive the difference between 
earnings and $23. Self-employed veterans 
whose net earnings are less than $100 in 
any month are entitled to the difference 


between $100 and the net amount earned 
for the month. Benefits are to be paid for 
the week or weeks of unemployment be- 
ginning on or after September 4, 1944, 
and occurring within two years after dis- 
charge or the end of the war, whichever 
is later, but not after five years following 
the termination of the present conflict, 

The number of weeks of allowance is 
dependent on the length of active service 
(September 16, 1940, to the end of the 
war) —eight weeks for each of the first 
three months and four weeks for each ad- 
ditional month or major part thereof. The 
maximum period is limited to fifty-two 
weeks. 

Disqualifications for receiving an allow- 
ance are voluntarily leaving a suitable job 


without good reason, suspension or dis- 
charge for misconduct, failure to apply for 
or to accept suitable work, failure to at- 
tend available free training courses, or 
participation in a labor dispute resulting 
in unemployment. 


Other Provisions 


Title VI makes available appropriations 
to carry out the provisions of the act, de- 
fines certain terms used, requires an an- 
nual report from the Administrator of Vet- 
erans’ Affairs to Congress and provides 
for other administrative matters. 


M. R. Garnssruca 
and GertruDE Derutscu 
Division of Business Statistics 


Foreign Trade after the War 


ECAUSE of the growing prospects for 

an early end of the war in Europe, 
Tus Conrerence Boarp this month has 
surveyed the postwar export outlook and 
has asked for opinions as to the policy 
which our government should follow in 
foreign trade. 

Of the companies reporting foreign busi- 
ness in 1938, about three quarters of them 
anticipate a prompt revival of this trade 
after the war, and several others share this 
view with some qualifications. 

Somewhat more than half of all compa- 
nies replying expect increased exports. And 
of those with foreign branches (including 
branches in Canada), half stated that they 
considered increased sales from _ these 
branches probable after the end of the 
war. 

Of the various industries making replies, 
sentiment in chemicals, electric equipment, 
heavy machinery, steel semi-manufactures 
and office equipment and furniture was 
predominantly optimistic as to the pros- 
pects of increased foreign business after 
the war. Views expressed by the construc- 
tion materials industry, paper, and the 
textile and clothing group were pessimistic. 


*““HANDS-OFF” POLICY FAVORED 


Among the companies expressing views 
on the question: “What policies do you 
believe should be followed by the govern- 
ment to facilitate the foreign trade of pri- 
vate industry after the war?” the out- 
standing preference was for a “hands-off” 
policy. Such a policy was advocated by 
over one-third of the executives offering 
comments on the question. 


The following view is typical: 


“We believe the policy of the gov- 
ernment, in order to facilitate foreign 
trade of private industry after the war, 
should be to leave industry alone. In 
other words, totally divorce the Federal 
Government from private industry, ex- 
cept to see that any and all business is 
conducted in an honest, ethical and fair 
way, for which there are ample laws 
which need no bureaucratic interpreta- 
tion and control.” 


RESTRICTIONS 


Belief that the government should take 
measures looking to international exchange 
stabilization, including the freeing of for- 
eign exchange and foreign balances and 
the removal of foreign-exchange restric- 
tions was expressed by several companies. 
Several correspondents felt that the gov- 
ernment should direct its efforts toward 
obtaining reductions of foreign tariffs 
against American goods or removing dis- 
criminations, quotas, etc., although few 
suggestions were offered on how to meet 
the problems that originally cause the for- 
eign countries to impose restrictions. 

“First and foremost in importance,” 
writes one, “we consider monetary stabili- 
zation, as it concerns foreign exchange, to 
be the most important problem for this 
government and all foreign governments 
to deal with. If the exporters can be as- 
sured of a fixed relationship between for- 
eign money and the American dollar, then 
the greatest obstacle to foreign trade will 
have been removed.” 


CREDIT INFORMATION 


Extending or improving the supply of 
trade and credit information by the gov- 


ernment for the use of the exporter was 
recommended by several companies. Writes 
one executive: 


“Our government should provide con- 
sular reports of interest to American 
manufacturers and should encourage for- 
elgn governments to maintain purchas- 
ing commissions in this country.” 


And another says: 


“Tt is my personal belief that the most 
the government of the United States 
should do to facilitate those who want 
to do foreign trade is to supply them 
with the information regarding the op- 
portunities in other countries for their 
product, the variations they would have 
to make in that product for the country 
concerned, and give some information 
regarding the credit position of the likely 
purchasers of these products.” 


NEED FOR IMPORTS 


Next to the “hands-off” group of replies, 
the largest class comprised those who 
stressed the necessity of being prepared to 
accept imports, perhaps on an enlarged 
scale, if foreign countries are to be able to 
buy our exports. Several executives spe- 
cifically favored the continuation or ex- 
pansion of the Hull reciprocal trade agree- 
ment program after the war. A wide va- 
riety of comments was received: 


“Our government will have to be will- 
ing to accept something other than gold 
in payment for American products in 
the postwar period if our foreign trade 
is to expand. My feeling is that we 
must be willing to accept many raw ma- 
terials from abroad, as well as certain 
manufactured products. Our _ tariff 
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schedules will have to be reestablished 
on a progressively lower basis.” 


Another writes: 


“Continuation of reciprocal trade 
agreements will probably be of some help 
in facilitating foreign trade after the 
war... . We are pessimistic, however, 
as to the ultimate outcome of our for- 
eign trade because of the great difficulty 
in providing means whereby payments 
can be made by the foreign customers. 
. . . We believe that the market exists 
and that a large volume of manufac- 
tured products could be sold if this 
country is prepared to take raw mate- 
rials and other manufactured products 
in exchange. We have but little hope 
that this can be done because pressure 
groups representing industries supplying 
similar materials in this country will 
oppose any large imports that would 
tend to reduce their own market. One 
alternative is the financing of such proj- 
ects by government-sponsored loans, 
but such action would be only a disguise 
for a gift of the material since borrowed 
money could not be paid back except 
in goods whether delivered directly or 
indirectly. For these reasons we do not 
believe that our foreign trade will be- 
come a large item in the immediate 
postwar period.” 


MERCHANT MARINE ROLE 


Support of the United States merchant 
marine was urged by a few correspondents 
who seemed well aware of the importance 
of imports into this country if exports are 
to be maintained but who apparently con- 
sider United States shipping policy solely 
from the point of view of a service to the 
exporter. Thus they disregard the effect 
of an expanded merchant marine on our 
balances of payments. 


CARTEL POLICY 


A few replies state that our policy on 
cartels and similar trade arrangements 
should be revised in the direction of greater 
freedom from United States legal restric- 
tions. One letter urged “a realistic position 
on the part of the government as to the 
necessity for companies operating abroad 
to be entitled so to conduct their opera- 
tions that they can protect their invest- 
ments by operating within the legal cus- 
toms recognized by such foreign countries 
without jeopardizing the American princi- 
pals, who in the conduct of their domestic 
operations are subject to different kinds 
of limitations. The present confusion that 
exists with respect to marketing and other 
types of cartels abroad should be dissi- 
pated.” 


Another states: 


“We believe it is unsound for our Fed- 
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eral Government through any of its agen- 
cies to prosecute any foreign corporations 
or domestic corporations, including ex- 
port associations, for activities outside 
the United States in conjunction with 
cartels and foreign government activities 
connected with sales outside of the 
United States. The activities of the 
Federal Government in prosecuting cor- 
porations under the Sherman Anti-Trust 
law should be confined to alleged viola- 
tions within the United States.” 


Other excerpts, grouped according to in- 
dustry affiliation, follow. 


Abrasives: Foreign Stocks Low 


“We look for an expansion of our for- 
eign business after the war as compared 
with prewar volume, but are not likely 
to consider our foreign branch plants in 
connection with our export policy. The 
revival will be prompt, since our con- 
nections in foreign countries have already 
informed us that their stocks are low or 
nonexistent and that they will place busi- 
ness with us as soon as we can make 
shipments.” 


“We are going to make every effort to 
expand our foreign business after the war 
and expect the dollar volume to exceed 
that of prewar days.” .. . “We anticipate 
a prompt revival of part of our foreign 
business but do not expect to reach our 
hoped-for maximum in less than a year 
after the cessation of hostilities in Europe.” 


“We believe that the government should 
(a) furnish all possible assistance through 
consular and other government agencies 
abroad; (b) encourage foreign sales, at 
least temporarily, by a suitable tax incen- 
tive plan; (c) mould its foreign poli- 
cies so as to bring suitable pressure to bear 
on foreign governments to encourage their 
nationals to purchase higher-priced, higher- 
‘quality, American-made articles rather 
than lower-priced, lower-quality, merchan- 
dise of foreign competitors.” 

“About all that would be necessary to 
facilitate foreign trade after the war is 
to eliminate the controls.” 


“The government should not in any 
way interfere with foreign trade, the ex- 
ception being made, of course, to the vari- 
ous economic conferences for the purpose 
of stabilizing exchanges and negotiating 
trade agreements. If the government can 
bring about reasonable stabilization of 
currencies and trade agreements to permit 
the international flow of goods, it will 
vastly increase the possibilities of foreign 
trade.” 


Automotive Equipment: Clarify Anti- 
Trust Laws 


“We anticipate prompt revival of for- 
eign business because of present optimistic 
estimates from all markets now available 
to us.” ... “The government can materi- 
ally facilitate foreign trade by relaxing or 
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simplifying, if not entirely eliminating, 
all wartime governmental controls, thus 
assuring business a free hand in compe- 
tition with other governments.” 


“Qur government should see to it that 
no internal legislation shall be permitted 
which would cause imports to be choked 
off. There should be clarification of anti- 
trust legislation as not being applicable to 
foreign trading or trade arrangements. (To 
broaden the Webb-Pomerene act will not 
supply the complete answer.) ” 


Chemicals: Domestic Costs High 


“We look for an expansion of our for- 
eign business after the war because in 
our opinion the world’s inventories of the 
products we manufacture are completely 
depleted. We anticipate a quite prompt 
revival of our foreign business in the 
Latin American countries, but a somewhat 
slower pick-up in the English possessions 
and other foreign countries, with the Far 
Eastern countries coming into the picture 
last.” 


“We expect a return of our export busi- 
ness with Scandinavian countries and we 
believe there will be some expansion, for 
our principal prewar competitors in Scan- 
dinavia were German manufacturers.” . . 
“We expect exports after the war to show 
a very considerable increase over the de- 
pression levels of 1938. However, as a per- 
centage of sales, they will evidently be 
somewhat below the 1938 level. We are 
looking for a rather prompt revival of our 
foreign business.” 


“The only sound policy which should be 
followed by the government to facilitate 
foreign trade after the war would be to 
leave it entirely in the hands of private 
industry, using its offices only to prevent 
foreign countries from making importa- 
tions into those countries difficult for the 
American producer.” . . . “Our belief is 
that the government should facilitate the 
postwar foreign trade of private industry 
by drawbacks on United States raw ma- 
terials subject to tax, and possibly by 
payment of small bounties on exports as a 
means of improving the competitive posi- 
tion of American industries as against 
other countries.” 


“The following steps would facilitate for- 
eign trade after the war: (a) As promptly 
as demobilization permits, wartime ad- 
ministrative controls on exporting and im- 
porting should be revoked and foreign ex- 
change should be freed from such controls 
as hamper financing of foreign trade; (b) 
as quickly as consistent, economic activi- 
ties of government bureaus and corpora- 
tions operating in foreign countries should 
be liquidated; (c) selective reduction of 
American tariff duties, whenever recipro- 
cal advantages are secured by agreement 
with other countries, should be continued 
in order to increase the quantity of inter- 
national trade; (d) we should work for a 
world-wide reduction of tariff duties for 
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the purpose of increasing the volume of 
international trade.” 


_“We should try to understand the for- 
eign trade problem of England and realize 
that after the war she will merely be try- 
ing to balance her imports and exports. 
In the long run, our volume of exports 
will be quite closely dependent on our vol- 
ume of imports. Therefore, if we wish to 
increase exports other than through lend- 
lease, relief activities and foreign loans, 
imports should be stimulated.” 

“The government should continue its 
policy of expanding reciprocal trade treat- 
ies leading toward continual gradual re- 
duction of import tariffs. In the immedi- 
ate postwar period the government should 
assist exports by guaranteeing collections 
for exports made to countries practising 
centralized governmental purchasing of 
American goods.” 

“I do not share the ostracism of the 
American banking community against the 
plan adopted at Bretton Woods. On the 
contrary, the more I reflect on this sub- 
ject, the more I am inclined to think and 
feel that the conclusions reached at Bret- 
ton Woods constitute the only realistic 
approach to the world problems in the im- 
mediate period following the war.” 

“T doubt seriously if American business 
has even begun to wake up to the threats 
confronting us in foreign trade. For some 
time after the cessation of war, other coun- 
tries are going to be preoccupied with 
their own domestic needs. But sooner or 
later we are going to be faced with their 
competition right at our door. Our own 
production costs have advanced 60% to 
70% during the war, an advance in large 
part here to stay, owing to changed wage 
levels. Outside helium gas, on which we 
have a natural monopoly, we produce or 
consume nothing in this country today 
that cannot presently or potentially be 
produced more reasonably elsewhere. I am 
in favor of cooperating politically with 
other nations to keep world peace after 
the war. I am positive, however, that 
we do not need to import things of which 
we can produce sufficient quantities our- 
selves merely to promote world peace. This 
country is going to need tariff protection 
as never before. In the long run, we are 
bound to have to function pretty much 
as a self-contained national economy, and 
we should face up to this without delay.” 


Construction Materials: Foreign Wages 

Low 

“We are exporting to Latin America and 
could do considerably more business if 
shipping space were available. However, 
we do not expect to be able to hold this 
market after the war is over and European 
plants are again able to ship. Then we 
will be at an even greater disadvantage in 
world markets because the people of Eu- 
rope have become accustomed to working 
long hours for low wages while our people 
have become accustomed to shorter hours 
at exceedingly high wages.” 
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“I advocate the following to maintain 
and improve our foreign trade: Exchange 
rates should be fixed for major countries 
and eventually tied to gold; Hull trade 
treaties should be renewed and extended 
to other countries; our government should 
be eliminated from all controls on export 
trade; if a merchant marine is to be main- 
tained, it must be able to compete with 
foreign merchant marines by subsidies and 
changes in our labor laws.” 


Electrical Equipment: Need for Credit 
Facilities 


“We do not expect a prompt revival of 
our foreign business. With little promise 
that present wage rates will be materially 
lowered, and with the high taxes which 
business will undoubtedly continue paying 
for many years, we will be in an even less 
favorable condition as to foreign compe- 
tition in the future.” 


“We anticipate a fairly prompt revival 
of export trade in some directions. The 
South American markets are in a position 
today to effectively plan their purchases. 
How quickly revival takes place depends 
upon a number of things, chiefly the 
speed and the extent to which governmen- 
tal restrictions are lifted; also the extent 
to which our production facilities will be 
freed for commercial use after the Euro- 
pean war is closed. Political settlements, 
establishment of credits on some basis or 
other, and clearing up of war-instituted 
ownerships of plants and enterprises in 
occupied territories of Europe are a few 
of the factors that will hold up revival of 
export trade on a large scale in Europe.” 

“To cope with the trend towards na- 
tional government control of exports in 
many foreign countries, including our Al- 
lies, our government should undertake 
to review our anti-trust laws to bring them 
more into harmony with existing laws in 
other countries, and to review the bank- 
ing laws and assist American banking to 
establish credit facilities to support ex- 
ports, (the British practice of ‘insuring’ 
its overseas sales on long-payment terms, 
for instance, is of great value to British 
industry) , and encourage the idea of free 
enterprise throughout the world.” . . . “The 
government should be careful as to how 
they dispose of surplus materials, par- 
ticularly to foreign markets, as there will 
undoubtedly be a tendency to dispose of 
them through export channels at low prices 
which would affect the manufacture of 
new items.” 

“The greatest contribution the govern- 
ment could make to facilitate foreign trade 
of private industry after the war would 
in my opinion be the extension of the 
reciprocal trade agreements, pretty much 
in line with the policies in the prewar 
trade agreements.” 


Foods: ‘‘Hands-off’’ Policy 


“The export of meat products from this 
country has been declining since the turn 


179 


of the century. The two world wars have 
given it a temporary impetus but over a 
long period of time the trend will probably 
continue to be downward.” . . . “We expect 
a reasonably prompt revival of our ex- 
port business.” . . . “Once peace is estab- 
lished, the government can best facilitate 
foreign trade of private industry by a 
‘hands-off’ policy.” . . . “The government 
should adopt a policy of ‘hands off,’ except 
for policing.” 


Heavy Machinery: Improved Consular 
Service 


“We look for a decided expansion in our 
foreign business after the war as com- 
pared with the prewar volume.” . . . “We 
expect our export sales to increase to three 
or four times our prewar volume.” . . . 
“There will be a considerable expansion 
of foreign business after the war compared 
to prewar volume. We believe that there 
should be a large amount of business with 
Russia, probably on a cash basis, and 
possibly a considerable expansion in China 
ao the Far East, probably through lend- 
ease. 


“We would like to have our Federal 
Government ‘friendly’ to those engaged 
in foreign trade. As a matter of fact, we 
have no criticism of our government from 
this particular point of view.” ... “To 
facilitate foreign trade after the war, the 
government should promptly remove all 
restrictions. The Department of Domestic 
and Foreign Commerce should be expanded 
immediately, particularly branch offices in 
foreign countries, and should be staffed 
with men who are able to supply prompt 
and accurate information of the industries 
in the countries in which they serve.” .. . 
“The less government interference we have 
in our business the better we will be able 
to carry it on. Facilities which would be 
particularly valuable to foreign: trade 
would have to do with banking and the 
opportunity for the establishment of prop- 
er credits for foreign countries to purchase 
material in this country.” ... “We feel 
that our government should take a very 
much more aggressive attitude than it 
has in the past.” 


“Our government must do everything 
possible to stimulate multilateral trade 
and to combat influences running counter 
to such an effort. Important in this con- 
nection are: (a) continuation and en- 
largement of the reciprocal trade agree- 
ments program; (b) the rendering of 
technical assistance to those countries 
needing such assistance; (c) definite stabi- 
lization of our currency in relation to 
gold and freedom from exchange control, 
and; (d) relinquishment of wartime gov- 
ernment controls as rapidly as military 
considerations permit.” 


“Our experience has been that activity 
by government generalizes on the side of 
prohibitions. If after the close of the war 
our government removes many restrictions 
to the conduct of foreign business, pro- 
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vides good consular service, does what it 
can to protect credits and effectuate their 
collection it will have come a long way 
toward creating a sound and natural con- 
dition in which business may develop.” 


Machine Tools: Favor End of Lend- 


Lease 


“We look for an expansion of foreign 
business after the war. In fact, it is be- 
ginning right now in such countries as 
Russia, South America, and Mexico.” 

“We anticipate a prompt revival of for- 
eign business provided the government 
gets out of control of exports and suspends 
lend-lease.” . . . “There is every indication 
that for at least a year or two after the 
end of the war we can look forward to a 
brisk foreign business which may at least 
equal our prewar volume.” 


“We do not expect a prompt revival of 
our foreign business. In the prewar period 
we had two relatively large export markets, 
England and Japan. The future of our 
exports to England will probably be de- 
termined by the attitude of the British 
Government toward American-made ar- 
ticles which compete with similar articles 
manufactured either in England or the 
Dominions. The request by the British 
Government last May that the Govern- 
ment of India temporarily suspend the is- 
suance of import licenses for leather belt- 
ing from the United States (since with- 
drawn) rather dampens our enthusiasm 
over possible increased exports of our prod- 
ucts to them in the immediate postwar 
period. Our other substantial prewar ex- 
port market, Japan, must remain a ques- 
tion mark until the future is clearer than 
it now is.” 


“We believe that lend-lease should be 
stopped and other government controls of 
exports removed. There are rather con- 
siderable opportunities for exports to Rus- 
sia, Germany, France, China, India, etc. 
If government controls of prices, export 
permits, and, more particularly, of com- 
missions paid to foreign dealers are con- 
tinued, we see no great resumption in our 
exports.” . . . “We believe, first, that our 
government should give us every bit of 
information possible concerning conditions 
in foreign countries which might lead us 
to better sales propaganda and also it 
should in some way provide credits. It 
is, of course, utterly impossible for most 
American business houses to give long 
credits abroad, especially now when a 
large part of profits go for taxes.” 


Lower Tariff 


“We expect early stock orders. After- 
ward the demand should vary with the 
volume of world trade.” . . . “We believe 
in a policy of progressive tariff reductions. 
We approve the policy of participating in 
furnishing the necessary initial capital to 
permit revival of trade and industry in 
other countries, but believe that the loans 
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should be limited in time and amount and 
that subsequent loans should be based on 
the credit of the borrowers as established 
by their performance in servicing the loans 
or in providing adequate collateral.” . . . 
“The Department of Commerce has been 
of little or no help to us as our-commercial 
attachés have been more social than 
business minded.” 


Office Equipment and Furniture: Main 
Problems Financial 


“We look for an expansion in our for- 
eign business after the war as compared 
with our prewar volume.” . . . “We antici- 
pate a prompt revival of foreign business 
in those countries that have not been ray- 
aged by war. We do not know about the 
others.” 


“We anticipate a prompt revival of 
our export business. In fact, substan- 
tial orders are being offered to us now. 
Furthermore, several dealers from abroad 
are now awaiting permission to travel in 
order to visit us and place orders with 
us. In addition, we are working on new 
distributorship arrangements where chan- 
ges appear advisable.” 


“The government should provide for 
continuance of reciprocal trade agreements 
and also for the distribution or sale of sur- 
plus materials in such a way that they do 
not demoralize sales through regular export 
channels.” 


“Our government should, without en- 
tering into the banking business, facilitate 
the stabilization of exchange, the transfer 
of funds, and the establishment of credit. 
The main problems are going to be finan- 
cial and the government can be of great 
assistance in helping private financial in- 
stitutions handle foreign trade financial 
problems, while at the same time keeping 
out of it themselves.” 


Paper and Printing: Need for Export 
of Capital 


“We look for an expansion in our ex- 
port business after the war as compared 
with prewar volume.” . . . “There will be 
prompt revival of what foreign business 
is available to our industry if foreign mar- 
kets are willing to pay the price for United 
States goods. There will, however, con- 
tinue to be a tightness in the market which 
will tend to prevent any lowering of prices 
by domestic industry to facilitate exports.” 
... “We do not anticipate any material 
expansion of our export business after the 
war although there is some reason to be- 
lieve that the South American demand will 
remain at a higher level.” . . . “The gov- 
ernment should adopt a policy of helping 
industry develop trade in foreign countries 
after the war. With such leadership as 
Secretary Hull and Under Secretary Stet- 
tinius a very favorable approach to the 
problem can be made through the State 
Department. However, we are not in fa- 
vor of export business on a lend-lease 
basis.” 
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“Unquestionably, the policy which 
should be followed by the government to 
facilitate foreign trade after the war is a 
low tariff.” 

“T believe that in order to facilitate for- 
eign trade of private industry after the 
war governmental policies must be such 
as to facilitate export of capital and in- 
ternational relations to minimize the risks 
of foreign expropriation of properties 
owned by the United States. As a creditor 
nation we cannot hope, for any extended 
period, to export more than we are willing 
to import. In order to strike an interna- 
tional balance, if we wish to export more 
goods than we import, our exports can be 
paid for only if we export capital.” 
Petroleum Products: Government 

Competition 

“We look for an expansion of our for- 
eign business after the war as compared 
with prewar volume, not only as to direct 
shipments from this country to overseas 
customers, but also as to sales through 
our foreign branch plants.” 

“Policies to be followed by the govern- 
ment to facilitate foreign trade after the 
war include the quickest possible relax- 
ation of government foreign trade _re- 
straints, and discontinuance by the Fed- 
eral Government of competition with in- 
dustry; as, for example, the kind of com- 
petition that was envisaged by the pro- 
posed RFC participation in producing and 
transporting Middle East crude. Closer 
cooperation between industry and our 


‘State Department would undoubtedly con- 


tribute much to the success of American 
foreign trade.” 


Rubber Products: 
Barriers 


_ “We anticipate a considerable expansion 
in export business after the war. A tre- 
mendous demand is continuously accumu- 
lating for pneumatic tires and tubes and 
the only restriction to almost unlimited ex- 
port distribution will be the probable in- 
ability of manufacturers to produce a suf- 
ficient quantity of merchandise to take 
care of the export and domestic require- 
ments.” 


“A liberal policy of trade treaties for 
the purpose of eliminating trade barriers 
should be given the full cooperative atten- 
tion of all governmental agencies. It 
should be based on the necessity for two- 
way trade and the elimination of accumu- 
lated gold balances. In the final analysis 
we can only sell to the extent that we 
buy. The reestablishment of Department 
of Commerce trade bureaus in foreign mar- 
kets and the enlargement of their services 
would help in the development of export 
trade. The war has altered so many condi- 
tions in foreign markets that the bureaus 
should be authorized to establish a com- 
plete and detailed credit file for the protec- 
tion of American exporters reentering the 
various foreign markets after the war.” 


Ending Trade 
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Steel Semi-manufactures: 
Standards 


Product 


“There should be an expansion of our 
foreign trade after the war, particularly 
with the northern coast of South America, 
though frankly this depends largely on 
transportation rates.” . . . “We look for a 
marked increase in our foreign business 
after the war. The revival will be prompt, 
partly because we have no reconversion 
problem and because there is a need for 
our products.” . . . ““We hope for a certain 
amount of export business and are already 
getting agencies to handle the sale of our 
products in a few foreign countries. On 
the basis of our experience, there will be 
a large foreign demand for American tool 
steel for a few years during the period of 
reconstruction. Beyond that, the outlook 
is much more uncertain.” . . . “We cannot 
continue to sell abroad unless we buy from 
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abroad. Some organized etfort must be 
made to develop the possibilities on both 
sides of this exchange.” . . . “We believe 
that our government could facilitate sales 
by encouraging the acceptance of United 
States standards, such as pipe threads, etc., 
in foreign countries.” 


“IT have never found, in all my experi- 
ence, that our government was of any 
great assistance in facilitating export trade, 
except during the time when Mr. Hoover 
was Secretary of Commerce and built up 
quite a foreign trade organization through 
the commercial attachés. This department 
was helpful in keeping us advised of con- 
ditions and in helping us contact the right 
people.” 


Textiles and Clothing: 
sion Expected 


“There will probably be some expansion 


Little Expan- 
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of foreign business after the war owing to 
improved exchange conditions and a rise in 
the standard of living in many foreign 
territories. Possibly this expansion will be 
delayed somewhat until domestic sales are 
developed to a fairly stable position.” 
. . . -We can see no chance of our ever 
being able to do export business after the 
war. 


“We now do not look for an expansion 
of our sales through exports unless during 
the period of world reconstruction after the 
end of active fighting. But we do expect 
our industry to expand its sales as the re- 
sult of a sound domestic economy. And 
an unsound policy toward exports can 
most certainly be an undermining factor.” 


Winturop W. Case 
and Cuype L. Rogers 
Division of Business Practices 


Inflationary Trends in Asia and Neutral Europe 


ARTIME inflation has probably 

progressed further in most of Asia 
than anywhere else in the world except 
Greece and Yugoslavia. 

Japan is distinguished among Eastern 
countries by its relatively well-developed 
economic structure, and by the integrated 
and effective economic controls that cus- 
tomarily mark such economies. This coun- 
try seems to have succeeded as well as any 
of the other major belligerents in hold- 
ing back the inflationary tide caused by 
its war effort. In the rest of Asia, how- 
ever, the various economies are consider- 
ably less advanced on the whole than 
those of Latin America. They are in some 
cases decidedly primitive, and economic 
controls tend to be rudimentary. Here, in- 
flation has been relatively unchecked. 

Neutral Europe—the remaining area not 
surveyed in previous studies—is an area 
comprising a somewhat miscellaneous as- 
sortment of countries with many differ- 
ences, but with one thing in common: the 
war, however near it has come, has so far 
passed them by. In these countries in- 
flationary conditions are relatively mild 
and generally well under control.’ 

The inflationary trends in the countries 
of Asia and neutral Europe for which data 
are available are shown in the accompany- 
ing chart. Prepared on a basis similar to 
those for the other parts of the world 
published in previous studies of this series, 
this chart compares the note issue—the 


1 resent study is the last of a series of four on infla- 
aes, Eieoed! The first, “Inflationary Trends in 
Axis Europe,” appeared in The Economic Record for Decem- 
ber, 1943, p. 367; the second, “Inflationary Tendencies in the 
British Commonwealth,” in The Economic Record for March 
31, 1944, p. 9; and the third, “Inflationary Trends in Latin 
America,” in The Business Record for July, 1944, p. 150. 


principal measure of wartime inflationary 
pressure — with commodity prices — the 
chief indicator of the effect of such pres- 
sure. Where wholesale prices are not avail- 
able, the cost of living index is used in- 
stead. A uniform scale and a common 
prewar base period permit comparisons 
between countries. The latest index num- 
bers are also shown in Table 1, as well as 
the cost of living index, when available, 
and wholesale prices. 


Particular attention should be given to 
the somewhat dubious quality of the price 
indexes for some of the Asiatic countries 
with more primitive economies. Although 
cost of living indexes ordinarily include 
such relatively stable items as rent which 
are excluded from the more sensitive 
wholesale price series, those for most of 
the Asiatic countries appear to have the 
character rather of wholesale price in- 
dexes than of genuine indexes of the cost 


Table 1: Wartime Rise in Prices and Note Circulation in 
Asia and Neutral Europe 


Sources: 


Official 


Base Periods, unless otherwise stated: Wholesale Prices and Cost of Living, January-June, 1939; 
Notes in Circulation, June 30, 1939 


Index Numbers 


Date of Index Numbers 


Country, Wholesale Cost of Notes in Wholesale Cost of Notes in 

Prices Living Circulation Prices Living Circulation 
ASIA 

Britishy India ances ee 3045 238c 612.5 Feb. *44 | Nov. ’43 | April °44 
LEAN setoectsry cts sashes as s05 sud 503d 785 676 Mar. °44 | Mar. *44 | Mar. ’44 
| 6 beni cReee crime eueEeOa 556a wee 868 Martane Mar. 44 
Winkey sane eo. seer ae 619 340a, e 412.7 | Sept. 43 | Dec. ’43 | April 744 
Palestine: occ obits as +s 325p bate 627 Keb. 3744 | Set. Mar. 744 

Gina ier ctw aaa ete 6,074a, f Sua rsa igo oe July 437s 
Manchukuo.............. 1769 232g 758 Oct. °43 | Dec. ’43 | Nov. °43 
APAMG verses ove) eens ers 149h 1392 412.8 Jan. 744 | Feb. 744 | Dec. °43 

NEUTRAL EUROPE 

Meireg ea Wycteckerniac eee eo dione 171 INET Soeee Feb. *44 | Mar. 44 
Portugal ese ceca 232 1677 320.1 | Jan. °44 |] Mar. ’44 | Feb. 44 
Spain. 188 173a 150.8a | Jan. °44 | Mar. ’44 | Mar. 44 
Gaedennihne thoes: senda caae 178.6 149 203.7 | April 44 | Mar. °44 | May 744 
Smwcaneyerels Oboe eS eeladoe Q11 151.7 170.3 April ’44 | April 44 | May 744 


aBase periods: Iraq, wholesale prices, Dec., 1938-Aug., 1989; Turkey, cost of living, 1938; China, cost of living, 1939; 
Spain, cost of living, July, 1936; notes in circulation, December, 1940, 


gHsingking. 


Tokyo. 


reg Includes food, heating and lighting, clothing and rent; excludes “other.” 
dTeheran. elstanbul. fChungking. 
tTokyo. Excludes rent. 


jincludes food, heating and lighting, water and soap; excludes clothing, rent, and “other.” 
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of living. In such countries as Iran and 
Manchukuo, moreover, where the cost of 
living index has risen more than that for 
wholesale prices, there is ground for skep- 
ticism as to the adequacy of one or both 
of the indexes. Despite these limitations, 
however, the price rises in these countries 
are so great that the indexes probably do 
not seriously misrepresent the situation. 


JAPAN 


Japan has been quite successful in pre- 
venting the inflationary pressure of her 
war expenditures and heavy deficit fi- 
nancing from being translated into high 
prices. Although the Japanese note issue 
(and the public debt as well) at the end 
of 1943 was about 400% of the early- 
1939 level, the wholesale price and cost of 
living indexes have risen only to 149 and 
139 (Table 1) — not much above the 
United States and Canada, and as to 
wholesale prices, actually below the United 
Kingdom.’ About two-fifths of the in- 
crease in the two indexes, moreover, was 
directly owing to the drop of the yen in 
sympathy with the fall in the pound in 
the opening months of the war in Europe. 

The Japanese machinery of economic 
control has had the reputation of being 
somewhat less effective than that of other 
countries with advanced economies, but 
there is little evidence in the available sta- 
tistics that this is so, even though there 
is the evidence that the war effort has 
been maintained at a greater sacrifice of 
the standard of living than for any of 
the other major belligerents except per- 
haps China and Russia. Little is avail- 
able as to the extent of black markets in 
Japan, but in the light of what we know 
about the country it does not seem likely 
that such markets materially alter the 
basic outlines of the picture. 


MAINLAND COUNTRIES 


In Manchukuo, the reported price ad- 
vance seems to have been relatively mod- 
erate, as such things go today, and very 
much less than the rise in the note is- 
sue, even though adequacy of the whole- 
sale price index is in question. 

In British India, also, the wholesale 
price rise, although parallel during much 
of the period with the rising trend of the 
note issue, has been considerably less over 
the entire war period. 

But in Iran and Iraq, rising prices have 
paralleled very closely the expansion of 
the note issue in both timing and degree, 
indicating a virtually complete absence of 
any genuine price control. The price in- 
crease in these two countries, moreover, 


1As in Germany, the note issue and public debt in Japan 
had already undergone a considerable inflationary expan- 
sion even before 19389, 
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Table 2: Wartime Foreign Trade of Asia and Neutral Europe 
with the World 
Source: League of Nations 
Millions; +=Export Surplus, -=Import Surplus 


Country and Unit 1943 1942 


British India! (Rupee)— 


1941 | 1940 


Exports......... ..| 1,940e 2,054 2,194 2,092 1,814 1,624 
Tape Tea e ssivahats 930e 1,046 1,664 1,530 1,550 1,502 
Trade Balance.,........|+1,010e +1,008 +530 +562 +264 +122 
Tran* (Rial)— 
aes J Rusia oaate ohattatenenes: n.a 3,406 1,840 2,528 2,196 2,395 
Tmportsemey asec n.d. 1,803 802 918 1,278 1,445 
Trade Balance.......... n.a +1,603 +1,038 +1,610 +918 +950 
Iraq (Dinar)— 
Exportalcgy 70.282) 4. 94p 4. 48p 3.91 3.90 3.50 3.70 
Tm portsinaes ste senate 15.59p 11.56p 6.69 8.50 7.90 9.40 
Trade Balance?......... -10.65p -7,08p -2.78 4.60 —4.40 -5.70 
Palestine? (Pal. £)— 
Exports: cece couaiesece n.d. 3.60p 1.36 2.00 5.10 5.70 
Imports ce tee n.d. 19.60p 11.51 10.80 14.30 14.20 
Trade Balance.... n.a. -16.00p -10.15 -8.80 —9.20 -8.50 
NEUTRAL EUROPE 
Eire* (£)— 
Exportss25...0- oe deus 27.50 32.62 31.86 33.00 26.60 23.90 
Importaiy.. core oe 26.20 34.69 29.54 46.80 43 .20 41.00 
Trade Balance.......... +1.30 -2.07 +2 .32 -13.80 -16.60 -17.10 
Portugal (Escudo)— 

RDOTUS shajsiovorstesc- ors fisctya shore 3,962p 3,859p 2,972 1,619 1,336 1,139 
imports’. 4e- ae 3,294 2,449p 2,468 2,442 2,077 2,300 
Trade Balance.......,..| +668p +1,410p +504 —823 -741 -1,161 

Spain‘ (Peso Oro)— 
Exports:)ie3. actp ets sole 878p 631 521 394 n.d n.d. 
Imports yaaa eee eee 914p 606 550 630 n.d n.d. 
Trade Balance.......... -86p +25 -29 —236 n.a. n.d. 
Sweden (Krona)— 
Exports tence trios 1,185p 1,316 1,351 1,338 1,889 1,843 
POLS se datae cares ee 1,818p 1,770 1,671 1,999 2,499 2,082 
Trade Balance.......... -633p —454 320 -661 -610 —239 
Switzerland® (Franc)— 
LOMO WEL cong cen enoan noel at luilzee 1,573 1,463 1,316 2,663 2,342 
Amports! ik. seis orecioet 1,728p 2,051 2,025 1,854 2,299 2,615 
Trade Balance..........| —lllp 478 —562 —538 +364 —273 
eEstimated. 
pPreliminary. n.a.Not available. *General trade including reexports and imports for reexport. 


1Seaborne trade only. 


Excluding oil exported by the Iraq Petroleum Company. 
*Excluding petroleum products, certain chemicals and other products, and imports of military and naval stores. 


‘Including bullion and specie. 


Including improvement and repair trade; also bullion, except “gold bullion for banking transactions.” 


has been of large proportions, the most 
recent price indexes standing at from 
about 500% to nearly 800% of their pre- 
war level. 

In China, where the heavy costs of war 
have been aggravated by the shortage of 
foreign supplies, the absence of an ade- 
quate market for absorbing government 
bond issues and the lack of well-developed 
control machinery, inflation has reached 
proportions comparable only with those 
prevailing in Yugoslavia and Greece. By 
July, 1943, the Chungking cost of living 
index had risen to over sixty times the 
1939 average. This index, which in some 
respects is nearer to a wholesale price in- 
dex than an index of the cost of living, is 
probably now close to double that figure, 
on the basis of reports of a continued 
price rise averaging around 10% monthly. 

In Turkey the price index had risen 
757% by April, 1948, falling back to 619%, 


however, by September, 1943. The im- 
portance of note-issue changes, and indeed 
of the note issue itself, in the Orient, 
however, should not be overemphasized. 
The Orient in general and the Near East 
in particular have always favored “hard 
money.” Paper money has traditionally 
been regarded with a great deal of dis- 
trust, and as a medium of exchange has 
never occupied a position at all compara- 
ble to what it has in Western countries. 
The note-issue expansion is, therefore, less 
significant than in more advanced countries, 


The price rise, especially in the Near 
East, has in general reflected the difficulty 
of importing goods under wartime condi- 
tions, hoarding, the fear of famine, and 
the large purchases within the various 
countries in connection with the United 


1A peak, possibly temporary, in prices seems to have been 
reached in the early spring of 1943 in most Asiatic countries, 
apparently owing In part to the coming into the market of 
ie new crops. 
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INFLATIONARY TRENDS IN ASIA AND NEUTRAL EUROPE 
Sources: Official Publications 
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and China, Cost of Living, 1989=100. Notes in Circulation, June 30, 1939= 100; except Spain, December 31, 1940-100 ; i 
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Nations war effort. It nevertheless also Allied purchases have been accompanied increase in the note issue. There is cer- 
reflects, and has undoubtedly been much by the rapid growth of foreign balances. tainly no lack of security in many cases 
aggravated by, the heavy note issue itself. These, in turn, have been the basis for the for the notes: 
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“In Iran, in particular, the foreign ex- 
change balances held against the note 
issue have either been converted into 
earmarked gold abroad, or are guaran- 
teed as to their gold value. This coun- 
try suffers the paradox of possessing 
perhaps the most highly secured note is- 
sue in the world today, along with a 
state of inflation exceeded nowhere out- 
side China and the Axis countries.” 


The situation would be eased somewhat 
by the sale of gold and silver in the open 
market in the various countries. This is 
already being done in Iran and elsewhere, 
and may have contributed to the slacken- 
ing of the price rise last year. 

The foreign trade trends for the coun- 
tries for which trade statistics are avail- 
able are somewhat divergent. (See Table 
2.) India and Iran have sharply in- 
creased their export surpluses; India has 
done so primarily by a decrease of im- 


1See Elgin Groseclose, “Near Eastern Postwar Monetary 
Standards,” The Monetary Standards Inquiry, 408 Graybar 
Building, New York. 
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ports, and Iran by expanded exports. Iraq 
and Palestine, on the contrary, which al- 
ready had import surpluses before the war, 
have much enlarged them, chiefly by in- 
creased imports. 

The situation in the Near and Middle 
East basically resembles that of Latin 
America in that the original cause of the 
inflation is heavy war expenditures incurred 
not by the governments of the particular 
states, but by foreign countries. In view 
of the generally undeveloped economies, 
contrainflation measures are likely to be 
little more than palliative. Any real solu- 
tion obviously waits on the end of the 
war, when the cessation of Allied expen- 
ditures and the renewed availability of 
imports should wipe out much of the in- 
flation base. 


NEUTRAL EUROPE 
Of the five neutral European countries, 
Switzerland and Sweden are virtually en- 
circled islands in Nazi territory, and have 
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been on a semi-mobilized basis for much 
of the war period, Thanks to more strin- 
gent rationing and other controls, however, 
their price advances have been held with- 
in much the same limits as in Spain, Por- 
tugal and Eire. (See Table 1.) 

The rise in the note circulation in all 
five countries has been more moderate 
than for any other group of countries in 
the world. Prices have risen more than 
in the British Commonwealth, the United 
States, Germany and Japan because of 
less stringent controls and, in the cases of 
Sweden and Switzerland, because of the 
difficulty of maintaining essential imports 
(as reflected in the decline of their 
foreign trade during the war years 
as shown in Table 2). As far as inflation 
is concerned, however, the problem for all 
five countries, both during and after the 
war, seems likely to continue to be rela- 
tively moderate. 

Winturop W. Case 
Division of Business Practices 


Demobilization Trends and Employment 


ROM Pearl Harbor through the 

month of July, 1944, depletion of the 
Armed Services totaled 1.5 million. Of this 
number 89% have returned to civilian life 
to become, either immediately or in the 
near future, a part of the civilian labor 
force. 

The rate of separations, about 90,000 a 
month at the end of 1943, has been re- 
duced this year. In the first quarter of 
1944, 50,000 a month were reported leav- 
ing the Army for all causes, and deple- 
tions are now averaging about 35,000 per 
month. 

Release of servicemen and service wom- 
en up to the present time has proved no 
serious problem in the economy of the 
nation. Demand for labor still exceeds the 
supply so that returned veterans have 
been absorbed readily either by war in- 
dustries (as in the case of those released 
in the “over-38” age group), by return to 
the farm, or by resumption of some ac- 
tivity less directly connected with the war 
effort. In addition to the favorable labor 
market, the numbers released from the 
Service thus far have been more than off- 
set by monthly inductions. 

Estimates of demobilization to be un- 
dertaken at the end of the European 
phase of the war and predictions of the 
timing of the first V-day dwarf the im- 
portance attached to these trends, yet 
they are evidence that the process of de- 


mobilization is one which started the very 
day we entered the war. 

The legislation enacted for the benefit of 
veterans of World War II is discussed on 
page 175. Only three weeks after the ap- 
proval of the G. I. Bill of Rights, more 
than 1,000 applications for educational 
benefits had been filed and 4,000 written 
inquiries received from already discharged 
members of the Armed Forces. 


THE PRODUCTION FRONT 


Industry’s demobilization is less clearly 
defined to date although it has been 
pointed out earlier that peaks in muni- 
tions employment have long since been 
passed. The last few months have seen re- 
ductions averaging between 40,000 and 
50,000 for the aircraft and shipbuilding in- 
dustries. Donald Nelson, testifying before 
a Senate Committee, said that “the decline 
in employment must be recognized as a 
decline in labor requirements, even though 
there is an urgent demand for about. 100,- 
000 workers in direct war production” to 
meet expanded requirements of specialized 
military items. Mr. Nelson continued: 
“Our own estimate is that over-all man- 
power requirements will go down by at 
least another 300,000 by the end of the 
year.” 

Earlier cutbacks, at the end of 1943, in 
industries producing smaller items of mu- 
nitions brought about layoffs, the magni- 


tude of which were exaggerated by the 
poor psychological effect produced. Pres- 
ent policy on necessary cutbacks in pro- 
duction is one of advocating reductions, 
wherever possible, in areas where other 
war employment can absorb the released 
workers. So long as production of war 
matériel creates a labor demand, constant 
efforts will be made to shift labor from 
surplus areas to areas of acute shortage. 
The first month’s operation of the WMC 
program of priority referral did not, how- 
ever, effect the employment increase 
needed to meet the manpower goals set for 
October 1 in a few hard-pressed industries. 


EMPLOYMENT TRENDS 


Employment moved downward in July 
in both agricultural and nonagricultural 
sectors to below the level of June. Pre- 
liminary reports reveal continued contrac- 
tion in durable manufacturing industries, 
about half of the decline of 50,000 occur- 
ring in aircraft and shipbuilding industries. 
With the exception of the textiles and ap- 
parel groups in which employment de- 
clined seasonally, the nondurable indus- 
tries revealed little change from June to 
July. The downward trend in manufac- 
turing employment since the last quarter 
of 1943 may be considered an early phase 
of industrial demobilization. 

Farm employment followed its normal 
seasonal pattern as it has throughout the 
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Depletion of the Armed Forces, as of July 31, 19441 


Service Deaths 
Army 
Ofiicerstepeten teeenncckt aero 
Enlisted Personnel................. 
EP Ot al Me eer te aie cc 


Nawya(inelis WAWES) ee aca. 
Coast Guard (incl. SPARS)........... 


Marines (incl. women) 
Grandifotall <.en see: 
1Army data through May 81. 


first half of 1944, although at a level about 
400,000 below the farm working force of 
1943. Evidence of the part which women 
and youngsters are playing in farming is 
the fact that hired workers accounted for 
only 25% of the farm labor force in July, 
the smallest percentage for the month in 
nearly a decade. Family workers, togeth- 
er with the help of more than 60,000 for- 
eigners who have been transported here 
by the Office of Labor (WFA), prisoners 
of war, and volunteer workers from the 
cities, are carrying a large part of this 
year’s harvest load. 

Military inductions will continue, ac- 


Postwar Tax Plans 


O MANY questions have been raised 

in recent months about postwar taxes 

that the Joint Committee on Internal Rev- 

enue Taxation has been devoting much of 
its attention to this problem. 

Should the excess-profits tax be re- 
pealed? If so, how soon? Should the cor- 
poration income tax rate be retained at 
the 40% rate, reduced to perhaps 25%, or 
abolished? Should corporate income con- 
tinue to be taxed twice, once when earned 
by the corporation and again when it is 
paid out in dividends? 

These are merely a few of the questions 
posed; there are dozens of others. 

The main objective of planning for the 
postwar period is customarily stated as 
the maintenance of a high level of em- 
ployment through a vigorous business ex- 
pansion. Business plans for postwar ex- 
pansion must remain beclouded until the 
tax prospect is clarified. The issue of tax 
repeal or at least tax reduction is, in turn, 
dependent upon how much revenue the 
Federal Government will need and the 
size of the postwar budget. 

Two important reports of the problems 
of federal taxation in the postwar era have 
recently appeared. One, “The Twin Cities 


89,666 
aBattle and nonbattle deaths combined by Army. 


Prisoners of 


hipaa Dees erie Total 

14,000 15,000 3,000 47,000 
52,000 926,000 156,000 | 1,187,000 
66,000 941,000 159,000 | 1,234,000 
11,143 186,6906 19,155 232,848 
230 13,5656 1,156 15,297 
2,814 46,1986 2,788 57,260 
80,187 | 1,187,453 182,099 | 1,539,405 


bAIl satisfactory discharges. 


cording to recent statements from Selec- 
tive Service, at the rate of 70,000 to 100,- 
000 a month. They will be needed both to 
bring the Navy to its full strength of 
3,389,000 and to provide for replacements 
in both Services. 


STRIKES 

Strikes originating in June numbered 500, 
or 15% more than at the time the Smith 
Connally anti-strike bill was passed in an 
endeavor to outlaw strikes as disruptive 
of the country’s war effort. Despite this 
increase, however, the number of workers 
involved and man days idle in the month 
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Plan for Postwar Taxation,” is the result 
of a fourteen-month survey by a group of 
industrialists, financiers, tax lawyers and 
other business and professional men of 
Minneapolis and St. Paul. The other, 
“Fiscal and Monetary Policy,” is a memo- 
randum prepared at the request of the 
business committee of the National Plan- 
ning Association by Beardsley Rum] and 
H. Chr. Sonne. 


THE POSTWAR BUDGET 


Both the Twin Cities plan and the 
Ruml-Sonne plan anticipate a postwar 
budget of $18 billion. Other estimates 
range from $14 billion to $30 billion. Table 
1 shows a comparison of federal budget ex- 
penditures as indicated in each of the two 
plans. They have in common the estimate 
for interest on the direct debt of $5.5 bil- 
lion? and the exclusion of social security 
provisions.” There is only a $0.5 billion 
difference in the military expenditure esti- 
mate. 

Believing that federal grants-in-aid, sub- 
sidies, etc., are unnecessary, Professor Har- 


1The Twin Cities plan assumes a debt of $250 billion to 
$300 billion. 

2The Ruml-Sonne plan suggests that payments for old 
age and unemployment insurance should balance old-age 
security taxes and unemployment taxes, 
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were 17% and 86%, respectively, below 
the year-ago totals. 

Strike activity in general showed de- 
creases from the peak levels for May. Al- 
though the number of strikes was only 
17% below the 610 reported begun in 
May, the number of workers involved fell 
by approximately half (to the 155,000 
also reported in April), as did time lost 
as a result of strikes (1,400,000 man days 
in May to 680,000 in June). 


Turnover 

The quit rate in May, highest of any 
month thus far in 1944, was the chief 
cause of the increase in total separations 
over the previous month. For all manu- 
facturing industries, total separations in 
May occurred at the rate of 6.97 per hun- 
dred employees, topping the accession rate 
for the sixth consecutive month. The lat- 
ter, however, increased 12% over April 
and was higher than for any month since 
January. 

Layoffs occurred at the lowest rate since 
August, 1943. 


Caryu R. Ferpman 
Division of Business Statistics 


ley L. Lutz, in another article, expects a 
postwar budget of $14 billion to $15 bil- 
lion.” This allows $5 billion to $6 billion 
for interest on the debt, $5 billion for na- 
tional defense, $3 billion for civil depart- 
ments, and $1 billion for debt retirement. 


TAX RECOMMENDATIONS 


Certain fundamental suggestions are of- 
fered in each plan which form the basis for 
the subsequent tax proposals. The Twin 
Cities program urges sanity in expendi- 
tures, since unnecessary spending causes 
an unfair burden to be placed on the tax- 
payer and on the economy as a whole. 
There should be adequate funds to meet 
governmental costs. The retirement of the 
debt should be planned for. Private ven- 
ture capital must be made available 
through the alterations of corporate taxes, 
the broadening of the tax base (providing 
a more equitable distribution of taxes), 
and, in general, a more permanent tax 
structure. 

Ruml and Sonne recommend that taxes 
should balance expenditures at some agreed 
high level of employment and provisions 


1A Postwar Tax Program,” by Harley L. Lutz, The 
Bulletin of the National Tax Association, June, 1944. 
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should be made for debt retirement when 
that level is exceeded and not before. For 
their purposes, they consider the high level 
of employment at. 55 million persons gain- 
fully employed for forty hours per week. 
It would therefore be essential that man- 
agement be permitted to conduct its busi- 
ness affairs free from federal income taxes. 
lative and administrative branches of the 
government would be necessary in effect- 
ing fiscal policies that will support private 
undertakings. 


National Income 


Even at full employment, the postwar 
national income may be considerably lower 
than the present $150 billion or $155. bil- 
lion, causing a decline in government rev- 
enue. If deficit financing is to be avoided, 
a conservative estimate of national income 
should be used, with any resulting surplus 
employed to retire the debt. 

Estimates of national income range from 
$120 billion, in the Twin Cities tax study, 
to $125 billion by Dr. Lutz, to $140 bil- 
lion by Ruml and Sonne. The latter, how- 
ever, accept budgetary deficits in periods 
of unemployment. 


Corporation Taxes 


Proposals for the modification of the 
corporate tax laws range from the repeal 
of all corporation taxes to maintaining 
them at present rates so that the burdens 
of individuals would be lessened. Ruml 
and Sonne advocate the repeal of all taxes 
on corporations, but stress that measures 
should be taken to prevent corporations 
from having any tax advantages over 
partnerships and other unincorporated bus- 
inesses. They recommend a 5% franchise 
tax for the privilege of doing business in 
corporate form. Corporation taxes, they 
maintain, raise the cost of goods and serv- 
ices, keep wages lower, and limit risk-bear- 
ing investments. 

The Twin Cities plan, recommending 
high corporate tax rates, states that “the 
thesis of this study is that relatively heavy 
corporate income-tax rates are not as 
harmful to the private enterprise system 
as are heavy individual income-tax rates, 
for the reason that the latter shut off at 
the source all possibility of venturing of 
capital by individuals.” Thus, it proposes 
graduated normal and surtax rates as in 
the 1942 Revenue Act for corporations 
with income under $50,000. For those with 
income over $50,000, a 40% combined rate 
is suggested. The repeal of the excess- 
profits tax, the capital-stock tax, and the 
declared-value excess-profits tax is also rec- 
ommended, 
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Table 1: Postwar Federal Expenditure 
Estimates 


Sources: “Twin Cities Plan, Postwar Taxes”; “Fiscal and 
Monetary Policy” 


Billions of Dollars 


Sonne 
eee Mini- | Maxi- | Aver- | Plan 
mum mum age 

Interest on debt..| 5.0] 6.0] 5.5 5.5 

Military.........] 5.0] 60] 5.5} 5.0 

Public works... .. 3.0 1.5 ae 

Veterans......... 2.0 

Agriculture....... 5.0] 6.0} 5.5| 1.0 
All other ordinary 

expenses....... 2.0 
Unallocated and 

miscellaneous. .| ... ats En 1.5 
Foreign recon- 
struction and 
development 

loansy.nene ec aoe ee pee 1.0 

Totalig-eenn 15.0 | 21.0 | 18.0 | 18.0 

Agreeing somewhat with the Twin 


Cities plan, Dr. Harold M. Groves, of the 
University of Wisconsin, proposes a con- 
servative reduction in corporation tax 
rates. 

The British system of preventing dou- 
ble taxation is now being studied by tax 


Postwar Federal Revenue 
Estimates 


Table 2: 


Sources: “Twin Cities Plan, Postwar Taxes”; ”Fiscal and 
Monetary Policy” 


Billions of Dollars 


Tax Sonne 
Plan Plan 
Individual income taxes........ 5.0 | 13.0 
Excise taxesio.oGsacrnss ade os 4.0] 3.0 
Corporation income taxes.......| 5.0 es 
Corporation franchise and re- 
tained earnings.............. sar 1.0 
Estate and gift taxes........... 0.5 | 0.5 
Customise sen dcime sees eos 0.4 5 
Salés'taxs.9h - ip eee tase eee 2.8 ws 
Tariff and miscellaneous........| 0.3a| 0.5 
Total pimastert. oat Someta 8 05a 820 


aMiscellaneous only. 


experts. Under this system the earnings of 
corporations are subject to standard tax 
rates. When dividends are disbursed the 
corporation withholds the tax paid and the 
shareholder is credited with the amount 
of the tax by the collector. Although such 
a system requires considerable administra- 
tive work, it may be possible to simplify 
it. 
OTHER RECOMMENDATIONS 


The Ruml-Sonne postwar tax plan 
would have as the chief source of revenue 
graduated tax rates* on individual income. 
These taxes, kept at high levels, could be 
reduced when a reduction in the tax yield 
is ‘possible. The Twin Cities plan proposes 
a 10% normal tax with surtax rates of 


1Dr. Lutz, an advocate of a flat rate on individual in- 
comes, believes that progressive taxation results in the 
destruction of the private enterprise system. He proposes a 
5% tax on individual incomes to yield $65 billion. 
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6% to 65% and a tax on dividends. Table 
2 presents a comparison of revenue yields 
under each of the tax plans. 

A 5% general sales tax is advocated 
under the Twin Cities plan. It would yield 
$2.8 billion, making possible a reduction in 
individual income taxes to $5 billion. Ruml 
and Sonne, on the other hand, are against 
a sales tax because its deflationary charac- 
teristics would be harmful in periods of 
low consumer spending. Instead, adjust- 
ments should be made in individual in- 
come-tax rates. An inconsistency exists 
here because they also recommend that 
excise taxes on tobacco, alcoholic bever- 
ages, and perhaps gasoline be retained at 
the 1943 level, and such taxes tend to be 
deflationary. 

A different treatment of social security 
finances is offered by Ruml and Sonne. 
Old-age security taxes should meet current 
disbursements and no reserves should be 
allowed to accumulate. Reserves for un- 
employment insurance payments should 
be permitted to accumulate only after the 
high level of employment is reached. They 
should not be either deflationary or infla- 
tionary. 

Thus far no one plan in particular has 
been approved by Congressional tax ex- 
perts. Each of the plans will possibly 
contribute to the final postwar tax bill. It 
has been suggested that a program be 
ready “on the shelf” to be revised when 
changing conditions require. This would 
be easier than altering the law. 


Lucite B. Lockerts 
Division of Business Statistics 


Stabilization Operations 


“Operations of the American Exchange Stabiliz- 
ation Fund,” by Arthur I. Bloomfield, The 
Renew of Economic Statistics, May. 

After an analysis of virtually all the none-too- 

plentiful data available concerning the operations 

of the fund, the author concludes that ‘“‘the 
operations of the American Exchange Stabiliza- 
tion Fund, while varied in character, have been 
of a distinctly modest sort since its inception in 
1934. Except for the relatively few occasions 
when the flow of capital to this country was of 
such abnormally large proportions that the facili- 
ties of the normal private gold-arbitraging chan- 
nels were inadequate to cope with the situation, 
the role of the Fund until the outbreak of the war 
was chiefly confined to smoothing out relatively 
slight day-to-day exchange rate fluctuations, 
especially during the period of the day when the 
European exchange markets were closed. 


Even the Fund’s ‘emergency’ operations did 
not actually amount to more than the temporary 
acquisition of foreign currencies pending their 
early conversion into gold, or the purchase of 
gold directly from the foreign authorities, al- 
though it must be admitted that such operations 
did have the effect on these occasions of prevent- 
ing a threatened demoralization of the exchange 
markets.” F. W. J. 


EXPIRATION DATES OF NEW DEAL LEGISLATION 


Source: Compiled by Taz Conrerence Boarp 
a 


Date Law 
Statute Approved or 
Extension 
Granted 
78th Congress 
Stabilization Extension Act of 1944....| 6/30/44 


Requisition of Articles and Materials..| 6/28/44 


Requisition of Property.............. 


6/28/44 
Sugar Act of 1937 (amendment) 


6/20/44 


5/17/44 


EBUOM GE  renkn cers Ree eens hs 3/28/44 
Renegotiation Act of 1943 (amendment)} 2/25/44! 
WarUseror Silvers). ..20 0.2... cn: 7/12/43 
Interstate Oil Compact............. 7/ 7/43 
Petroleum Pipe Lines................ 6/30/43 
Emergency Farm Mortgage Act 

(amendment) yaie os. Soccer 6/29/43 
War Labor Disputes Act............. 6/25/43! 
Tariff Act (amendment).............. 6/7/43 
Federal Reserve Act (amendment)....] 5/25/43 
War Overtime bay Act eee. e a5) 7/45 
Gold Reserve Act (amendment).......| 4/29/43 
Federal Reserve Act (amendment)....| 4/18/43 

7ith Congress 
Use of Strategic Metals.............. 12/18/42 


Removal of Merchandise............. 9/26/42 
Bankruptcy Act (amendment)........ 6/22/42 
Merchant Marine Act (amendment)...} 4/11/42 
Second War Powers Act, 1942......... 3/27/42 
Tariff Act (amendment).............. 3/13/42 
Merchant Marine Act (amendment)...| 3/ 6/42 


Soil Conservation and Domestic Allot- 


ment Act (amendment)............ 12/26/41 
First War Powers Act, 1941.......... 12/18/41 
Neutrality Act (amendment).......... 11/17/41 

76th Congress 
Under Secretary of War.............. 12/16/40 
Selective Training and Service Act....| 9/16/40 


Note: Reprints of these tables are ayailable on request to the National Industrial Conference Board. 


Contents 


Emergency Price Control Act extended 

Stabilization Act extended 

Power of President to requisition articles and materials for national 
defense extended 

Power of President to requisition property for national defense extended 

Powers invested in the Secretary of Agriculture to regulate commerce 
in sugar, etc., extended 

Power of President under Lend-lease Act extended 


Authority granted United States to participate 
Renegotiation limited to profits earned prior to termination date 


Power of President to release silver held or owned by the United States 
for war or civilian needs extended 

Interstate Compact to Conserve Oil and Gas extended 

Power of President to facilitate the construction, extension and com- 
pletion of interstate petroleum pipe lines extended 


Power of Land Bank Commissioner to make loans on behalf of the 
Federal Farm Mortgage Corporation extended 
Power granted to President to seize plants 


Power of President to enter into foreign trade agreements extended 

Period during which direct obligations of the United States may be 
used as collateral security for Federal Reserve notes extended 

Period during which overtime rates of compensation may be paid to 
government employees extended 

Power of the Secretary of the Treasury to act to stabilize the exchange 
value of the dollar and the operation of the stabilization fund extended 

War loan accounts exempted from FDIC assessments and from reserve 
requirements 


Substitution of other materials for strategic metals in minor coinage 
authorized 

To make transportation and storage facilities available for military 
use; the removal of merchandise in customs custody to other points 
is authorized 

Courts granted jurisdiction over specified local districts under Bank- 
ruptcy Act 

Provides for marine insurance and reinsurance unobtainable elsewhere 


Emergency powers of the Interstate Commerce Commission 

Acquisition and disposition of property 

Priorities power 

Purchase by Federal Reserve Banks of government obligations 

Waiver of navigation and inspection laws 

Power to requisition 

Protection of war industries and protection of resources subject to 
hazards of forest fires 

Free postage for soldiers, sailors and marines 

Acceptance of conditional gifts to further the war program 

Utilization of vital war information 

Duties on scrap iron, scrap steel and nonferrous metal scrap suspended 


Insurance under Title IT continued 


Powers invested in the Secretary of Agriculture with regard to federal 
aid to farmers extended 

Power granted to President to coordinate executive bureaus and to 
authorize contracts 

President authorized to permit arming of American vessels 


Post of Under Secretary of War created, to be filled by Presidential 


appointment ; ; : ee. 
Power granted to President to induct and train men for service in the 


Armed Forces 
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Expiration Date 


6/30/45 
6/30/45 


6/30/45 
6/30/45 


12/31/46 
6/30/45 


6/30/46 
12/31/44, or if extended by 
Presidential proclamation 
not later than 6/30/45 


12/31/44 
9/ 1/47 


6/30/45 


7/1/45 
Six months after the ter- 
mination of hostilities 
6/12/45 


6/30/45 
6/30/45 


6/30/45 
Six months after cessation 
of hostilities 


12/31/46 
Six months after termina- 
tion of national emer- 


gency 


6/30/46 
Six months after cessation 
of hostilities 


12/31/44 


Termination of unlimited 
national emergency 

Six months after termina- 
tion of war 


12/31/46 
Six months after termina- 
tion of war 
Duration of emergency 


1/20/45 
5/15/45 


1Passed by a two-thirds vote of both Houses. 
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EXPIRATION DATES OF GOVERNMENT CORPORATIONS 


Source: Joint Committee on Reduction of Nonessential Federal Expenditures, 
Congress of the United States 


Expiration Date 


Corporation and Supervising Agency 


DEPARTMENT OF AGRICULTURE 


Regional Banks for Cooperatives (12)........... 20sec ees et crete reece cece eee eees Not stated 
Gommecdibys@redit, Corporation nr ee eee eee eke ieee 6/30/45 
Rederals@rop) insurance Worporations.. ernest eit aie ale ete eked een Not stated. Now in liquidation 
Hederali Farm Mortgage Corporation. }.-:222.--20--.00----- se seer ee rere teases Not stated 
Rederaliintermedia te, @reditslsanksi (12) seem teracias eeeteteietate etait eran elena ieee d Not stated 

eceral pana ebs aT ks) (U2 ere spots cusrehe ce cue oiczsroen fete teksten evan ca oie isu Rens ne holes heenecoonerevereters Not stated 

Federal Surplus Commodities Corporation.............-..00 0s cece eee eee eneeee 6/30/45 

iPReslicwion (Caahis Cannori@ns (UD) so nodescaccaeo snd eoomm suse ds dubs dodccoobacur Not stated 

Regional Agricultural Credit Corporations. ............000:00+cceecereneecenecseeees Not stated. All but two liquidated; 


these two merged into one now 
DEPARTMENT OF COMMERCE 


IDEs d Darin. Chita tore Gl Nee dcucnc GIES SSS SURO BRS berat odin Sean ce MEeoneees oper Not stated 

Export-Import Bank ofaWashingtom ees. ete rms yee feller = sete ariel ere elete ole etatey= 1/22/47 

imlandgwWaterways Corporation csc feenye ccycleycuels <iioas sev cicus ome Set tae eaescter Ta oles Not stated 

Reconstruction Finance, Corporatiomy optics: claielelet ecto. ote anoles» debees-vauc isin avsiaves =f « 1/22/47 

iD efenselP lanti Corporationian ey pe secre gels ec see ues eure ticstucsoke icieae seein, eat arene oe 1/22/47 

iDefense Supplies: Corporations ase crice ie cieecieine cee ees Seer e ee) peat. eer 1/22/47 

Federal National Mortgage Association) ..44-+.+esec2 04-2 seen eee eee ae Not stated 

MetalasReserveCompaniyrs. 104-6) RpACEe oniic nner ee ere aeons Tee 1/22/47 

Petroleum Reserves Corporations csitetess c.coucsey- taps iais fencgous ters tee e ie ees oedey eek bees rae ar tc 1/22/47 

bhewREC. Mortgage Company, oajccscessperspaicue RR okctee Alois sa iS ne, ena ek eR Not stated 

Rubber Development Corporation: -ac6o see eee eee eee cece ema eee 1/1/47 

Rubbers Heserve Companyacratr co. cere nice ne eee Nea on rosie ee 1/22/47 

United'States(Commercial Companys esc ene ae ee te eee eee eee 1/22/47 

Ware arnave: Corporation=-ererir ct ccrcsee erase cei onesie coe eee eee 1/22/47 

DEPARTMENT OF THE INTERIOR 
hes irgin islands; Gompamy ape eye cts Feroxctey genous aack-leu si ta sales at ec heirs ax eves = Not stated 
DEPARTMENT OF JUSTICE 
iFederali/Prisontindustriess Incorporated: -eyniieieieecetetcine ae ences: Not stated 
EXECUTIVE OFFICE OF THE PRESIDENT 

Cargoes™ Incorporated tas sete tee css orhacccsac int Giaaeeti ase Sere see ee Not stat 

Coordinator of Inter-American Affairs a, 
Institute on Inter-American, A ffairsescncreie etic ieacienie ac cis hee eee oe Not stated 
Institute of Inter-American Transportation...................0 cc cc eee eececeeee Not stated 
Inter-American Educational Foundation, Inc......... 0.6.0... 0ispeneeraecssaes Not stated 
Inter-AmericaneNavipation, Corporation eneehiceinietetnien ack einen 7/14/52; now in liquidation 
Prencintadios [ness oro estos ieee ed Ok aes ence ucts eo ee Not stated 

Smaller Waz Plants, Corporationy7-- hci ee cei cee eee 7/1/45 
NATIONAL HOUSING AGENCY 

Defense: Homes: Corporation. 1 aez.sc< (cvacetnucie ae oc ee ee ee 

Federal. Home Loan Banks, (12), sy, aacteia 5 ER kaa ic tee ce eee Not aS 

Federal Public Housing’ Authority...c¢-¢. 0.20 sone fe oe eee Not stated 

Federal Savings and Loan Insurance Corporation..................00cceecceuecceuee Not stated 

INDEPENDENT CORPORATIONS 

Hederal Deposit Insurance Corporations seers errr aera eee nee Not stated 

Pandma ‘Railroad Company a4.¢7e5....).. of cbck doc ee ee eee Not stated 

Tennessee Valley Associated Cooperatives, Inc............0.00-ceeececceccecce lw. Not stated 


Tennessee Valley Authority Not stated 
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BUSINESS RECORD 


On the Business Front 


ECONVERSION of industry to civil- 
ian goods becomes a constantly more 
pressing problem. 

The fourth ruling on this subject by the 
WPB between July 15 and August 15 
provides a plan for the manufacture of a 
long list of items now out of production— 
but only as manpower is available after 
munitions requirements are met in any dis- 
trict where civilian work would be re- 
sumed. The other three rulings reduced 
restrictions on aluminum and magnesium, 
permitted test models and allowed future 
orders for postwar civilian machinery. 

The resignation of Charles E, Wilson as 
vice chairman of the WPB and the de- 
layed publication of Chairman Donald M. 
Nelson’s testimony before the Senate War 
Investigating Committee illustrated both 
the vital nature and the difficulties of pre- 
paring for reconversion. Mr. Nelson’s 
testimony that 700,000 workers already 
had been released from munitions plants is 


Table 1: Output of War and Civilian 
Goods 


Source: Department of Commerce 
Seasonally Adjusted; 1935-1939 Average for Total=100 


Total Fal 
Period Ee Sr Wiig up eraes 
Production 

1942 
First quarter.... 183 78 105 
Second quarter.. 191 101 90 
Third quarter... 203 117 86 
Fourth quarter.. Q19 135 84 

1943 
First quarter.... 231 149 82 
Second quarter.. 238 159 79 
Third quarter... 242 163 79 
Fourth quarter.. 245 159 86 

1944 
First quarter.... 243 156 87 
Second quarter!. 237 152 85 


1Partly estimated. 


well beyond the earlier figures indicated by 
various sources and his estimate that di- 
rect war production did not need to take 
on more than 100,000 of these workers for 
new demands is also significant. Since 
there is a decline in labor requirements, 
reconversion therefore should begin. 

Mr. Nelson’s earlier comments revealed 
that wholesale or large-scale reconversion 
remains extremely remote: “For the time 
being it is not anticipated that any large 
increases in production of civilian goods 
will be possible. Supplies of steel and cop- 
per continue to be short.” Lumber and 
some other materials also remain in strin- 
gent situations. While aluminum and mag- 
nesium are more plentiful and restrictions 


have been eased, generally only the more 
simple manufactures of the light metals 
are expected to make much headway un- 
der the limitations on labor. Moreover, 
many bottlenecks remain in the form of 
component parts for complicated assem- 
blies. 

Production of civilian goods reached low 
ebb about a year ago, when that of muni- 
tions was nearing a peak. Subsequently, 
as indicated in Table 1, civilian output re- 
covered slightly and then held fairly stable 
through the first half of this year. Indus- 
trial production as a whole has been .un- 
able to regain in recent months the high 
level of last November, owing to the man- 
power situation. 


MEANING OF NAZI DEFEAT 


The defeat of Germany will enable in- 
dustry to increase its nonwar output by 
30%, according to Mr. Nelson. The first 
major cutback in munitions, he added, 
probably would be about 40% off the go- 
ing level. Between 3 million and 4.5 mil- 
lion employees will be released at that 
time from munitions industries and the 
government, equivalent to 5.6% to 8.5% 
of total current civilian employment, ac- 
cording to A. Ford Hinrichs, Acting Com- 
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Manufacturers’ New Orders 
Source: Tum Conrerence Boarp 


Index Numbers, 1935-1939 =100; Seasonally Adjusted 


missioner of the Bureau of Labor Statistics, 
Victory in Europe, according to Lieuten- 
ant General Brehon Somervell, would 
mean a drop of 50% in demand for ord- 
nance, Steel demand then will drop 30% 
to 40% temporarily, according to opinion 
in the industry as reported by Steel. 
Cutbacks made in the six weeks to Au- 
gust 1 may result in a layoff of less than 
15,000 workers, according to an OWI re- 
lease, and some will not be affected until 
1945. On the other hand, increased muni- 
tions requirements call for 200,000 addi- 
tional workers. Cutbacks, it therefore was 
declared, were not a significant problem. 
On the heels of this news, a statement 
on aircraft cutbacks indicated that lay- 
offs in the industry would run to large fig- 
ures during the next twelve months, but 
manufacturers stated that the near-term 
effect will be slight. Toward the end of 


Manufacturers’ Orders, Shipments and Inventories 


Source: 


Tae CONFERENCE BoarpD 


Index Numbers, 1935-1939=100; Seasonally Adjusted 


Item 

June 

(Prelim.) 

Inventories.................. 168 .2 

Durable goods................ 193.3 

Nondurable goods............. 132.7 
Boots and shoes.............. 104 
Chemicals Sy. Seats. tee ee 184 
Metal products............... 159 
Laat chau bop av comodo OG Dood 137 
Shipments.................. 283 
Durable goods................ 342 
Nondurable goods............. 209 
Boots and shoes.............. 206 
Chemicals teremor nics er 262 
Metal products............... 388 
Papers eer rier 208 
New Orders.........-..-++-- 413 
Durable goods.....:........-- 421 
Metal products............+-- 1,010 
AOE ovco nec oundcdeee dagen 162 


776 


Unfilled Orders.............. 
Durable goods. .........---..-- 
Nondurable goods.........----. 
Iron and steel.........++++-- 
Metal products.......-+-++++>- 
Railroad equipment........-.. 
Textiles tere ae ciutrsttisiec sols 2) 


aLess than 0.5%. 


Percentage Change 


May, 1944 | June, 1948 
to to 
June, 1944 | June, 1944 


0.4 5.1 

0.4 -5.9 

-0.4 -3.4 
-2 +8 
0 +12 
—2 -12 
2 +4 
0 +1 
a +2 
0 0 
+11 +8 
2 +3 
+7 +9 
+3 +9 
+4 +24 
+2 +9 
+55 +101 
-8 +17 
-l -16 
—2 -17 
+3 -12 
+9 +9 
-3 -26 
—4 40 
+20 —14 


_—_—_—_—_—_—— KK 
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August various estimates on releases due 
to cutbacks ran from 120,000 workers 
within a year to 300,000 by December of 
this year. 

Aircraft output is expected to hold to 
high levels this year, with superbomber 
output partly replacing the cutbacks on 
smaller aircraft. The apprehensive feeling 
of workers resulting from the cutback 
news threatened to make it difficult for 
factories to sustain aircraft schedules. 

Although not the subject of an official 
ruling, radio manufacture may be one of 
the first items added to the recently an- 
nounced list of permitted civilian products 
when fighting ends in Europe. It was of- 
ficially pointed out that while civilian ra- 
dio requires little copper or steel per 
unit, it cannot be added to the list now 
because of pressing war needs for radio 
and radar. 


CAUTION INCREASES 


Meanwhile, the anticipated end of fight- 
ing in Europe is having several immediate 
effects on business. Part of the liquida- 
tion of cattle on the ranges is reported to 
arise from the fact that raisers do not 
want to have herds of extraordinary size 
on hand, as they have had in the past 
year, when payrolls decline. Buyers of 
steel, while as desirous as ever for delivery 
of goods on order, are reported to be more 
cautious in their attitude on new forward 
commitments. And this condition is re- 
flected in the steel scrap market, where 
hesitant buying has brought a little soft- 
ness in some prices, 

Industrial production in July, according 
to preliminary indications, changed little 
from that of the past few months. Steel 
ingot output, for instance, recovered slight- 
ly from the low weekly rate of June. Pro- 
duction of both ingots and finished prod- 
ucts shows small cumulative gains so far 
this year over corresponding figures for 
1943. Nonferrous metals, on the other 
hand, registered distinct declines in July. 
Production and shipments of zinc were the 
smallest in nearly two years, while stocks 
have nearly doubled in a year. Copper 
production and shipments in July also 
continued to fall, but it is reported in the 
trade that an early recovery in deliveries 
is expected. 


FOUNDRY MAN HOURS DECLINE 


Owing to the shortage of manpower, 
iron and steel foundries constitute one of 
the worst bottlenecks in the industrial sit- 
uation. Hot weather also has been a dis- 
tinct handicap in this industry. Several 
blast furnaces have been closed down late- 
ly because of slackened demand for pig 
iron. This slack originates in the found- 
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ries, since steel mills are using as much 
iron as ever. Man hours in foundries in 
May were at 133.3 (1923=100) as com- 
piled by Tue ConrerENce Boarp, com- 
pared with 146.5 a year earlier. Average 
hours per week per worker were 47, com- 
pared with 46.9 a year earlier. 

On the brighter side of the production 
picture has been the succession of new 
weekly peaks in petroleum. On several oc- 
casions the output has exceeded the rec- 
ommendations of the PAW. 

Stringent production and supply con- 
ditions continue in heavy bus and truck 
tires, cotton textiles and paper. Severe 
drought in northeastern states and the 
Ohio valley may affect the fresh vegetable 
supply and reduce the season’s canning 
operations. The corn crop may be less fa- 
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vorable than had been expected, which 
would result in a hastening of live stock 
to market and a consequent later reduc- 
tion in slaughter, 

Tur ConrerENcE Boarp’s indexes of in- 
ventories and shipments show little 
change from May to June, but new orders 
continued to rise, particularly for metal 
products. 

War expenditures in July were $7,355 
million, a decrease of 7.6% from June, and 
daily expenditures were the lowest so far 
in 1944. Declines continued in the first 
two weeks of August, when the sums were 
1% and 4%, respectively, below that of 
invasion week. 


Wim J. Noe 
Division of Business Statistics 


Rise in Power Output Checked 


AINS in electric power output by the 

utility companies over year-earlier 
production have been narrowing from 
around 15% early in 1944 to around 4% 
or 5% in recent weeks. A year ago the 
increases over corresponding periods of 
1942 were running mostly between 15% 
and 19%. 

The tapering off of annual gains resulted 
from a decline in weekly output from 
above 4.5 billion kilowatt-hours in the 
winter of 1943-1944 to about 4.2 billion 
late in the spring, with a recovery in Au- 
gust above 4.4 billion kilowatt-hours. This 
decline and recovery are more nearly in 
accord with the customary seasonal trend 
of the power industry than in the past two 
or three years, and are reflected in the 
rounding-off of the seasonally adjusted 
curve in the chart. In fact, the extent of 
the rounding-off indicates that the reces- 
sion in power output in the past few 
months somewhat exceeded the average 
seasonal decline and was in contrast with 
the plus-seasonal trend of the past few 
years. 


REFLECTS DIP IN INDUSTRY 


The course of power output in the past 
half-year or so reflects the slight down 
turn that has been in progress in industry 
at large since the end of 1943. As shown 
in the chart, the trends of power and in- 
dustrial activity have been remarkably 
parallel over a long period of years. 

Electricity output in the year ended 
June 30, 1944, was 230 billion kilowatt- 
hours, an increase of 68% over the similar 
period ended in 1940. For a long time the 
largest increases in sales of energy, other 


than to certain public authorities, were 
in the classification of “large light and 
power.” This grouping is essentially the 
manufacturing plants of the country and 
usually constitutes by far the largest part 
of the electric load. In recent months, 
however, the percentage increases over a 
year ago by this classification have been 
somewhat reduced, to about 10%, or not 


Electric Power and Industrial 
Production 


Sources: Edison Electric Institute; Federal Reserve 
Index Numbers, 1929 =100; Seasonally Adjusted 


4S PRELIMINARY 


50 
1929 1934 1938 1943 


1942 


1943 1944 


much different from the residential gain, 
which has widened somewhat. Gains in 
sales for street lighting, “small light and 
power” (mainly stores) and railroads re- 
main a little smaller than the foregoing 
classifications, while street railways in re- 
cent months have registered small declines 
from a year earlier. 

The Pacific coast has far outrun the 


(Continued on page 193) 


August, 1944 


BUSINESS RECORD 


SELECTED BUSINESS INDICATORS 
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1944 Percentage Change 
ae Wee June, 1944 | July, 1948 [1st 7 Months 
, t t 
fuly, yams we pea July, 1944 | July, 1944 | st Pevipslnce 
Industrial Production 
Total (FRB) (S) 1935-39 = 100 233 235 |r 236 239 240 0.9 2.9 1 
(SIE ak SORT EL ‘ =O. 9. 5 
Manufacturing (FRB) (S)........ 1935-39 = 100 ‘ 250 |r 252 258 256 259 -0.8 -35 i; 8 
Durable goods (FRB) (S).......|| 1935-39=100 |p 350 |r 354 |r 356 361 360 -1.1 -2.8 +2.3 
SC AUR acid (ae aa ee 000 net tons 1,474 7,217 7,680 7,569 7,408 +3.6 +0.9 +2.4 
PIMTON renee cacee ctr. 000 net tons 5,157 5,057 5,343 5,243 5,023 +2.0 +2.7 +3.5 
Copper (refined).............. net tons 93,650 | 93,958 98,580 | 95,280 | 105,589 -0.3 -11.3 6.2 
Lead (refined)... 2... . .snicen net tens 40,471 39,755 45,903 50,154 45,496 shes al -11.0 +6.8 
Ping (stab) ah cost b sie ore net net tons 72,947 | r 73,067 80,497 80,405 80,249 -0.2 -9.1 -1.8 
Glass containers.............. 000 gross 8,075 8,966 8,866 8,582 1,757 -9.9 +4.1 +11.2 
Tambor Saget ee Ae a million bd. ft. |} e 2,602 2,800 2,791 2,528 2,897 il -10.2 afi. O) 
Machine tools!..........60560.. 000 dollars na. |r 41,831 |r 41,819 41,370 | 108,736a -1.2b 62. 0c -59. 5d 
Machinery (FRB).. Recteesis tees ese 1935-389=100 |} p 441 |r 443 |r 439 445 440 -0.5 +0.2 +3.2 
Transportation equip.(FRB) (S)|| 1985-89=100 |} 705 |r 716 |r 726 730 154 e135 6.5 +3.0 
Nondurable goods (FRB) (S).. .|| 1935-89 = 100 168 169 169 171 177 -0.6 -5.1 -1.6 
Cottonte aa. weiner bales 724,167 805,735 831,889 776,007 839,868 -10.1 -13.8 -11.3 
WW, OOL 2 sie. ibrctows Sncioacd att annye teres million pounds n.d. na. |p 658.4 50.7 53.71f +15.2g +8.8h +0.12 
PROM VRE Scie acme Get sis cin million pounds] p» 41.6 |r 43.9 45.4 43.2 40.0 -5.2 +4.0 au rf 
Food prod., mfd. (FRB) (S). . .|}| 1935-39 = 100 152 |r 154 154 |r 158 146 =ie3 44.1 +8.8 
Chemicals CERB)UGS) eee ene 1935-39 = 100 318 |r 320 |r 324 323 402 -0.6 -20.9 -11.6 
eee North American. .. at tons — $26,083 | 330,005 | 347,204 | 310,714 | 354,958 -1.2 ee -0.8 
(3 oh Sa of capacity 81.7 92.6 90.9 89.5 84.3 -11.8 -3. 41.5 
PPAPELDOALG eeteiseos Oreicfolk asin aoe | % of capacity 85 96 96 96 89 -11.5 —4.5 +2.0 
Boots and shoes. ............. thous. of pairs || ¢ 35,000 | 40,440 |r 39,648 | 36,854 | 97,445 | -12.5 -5.4 -0.8 
Mi aoa ane aes. ehtene | ee a n.d. 21,166 21,065 18,778 ee ay 5b see ae 
ming (IL) CS) oes Seiet cle wlemsiatec 1935-39 = p 140 |r 142 143 140 -1.4 ; : 
Bituminous coal.............. 000 net tons | p 48,930 53,395 55,220 49,600 52,207 -8.4 -6.3 +9.4 
PAMEHTACitern ck dative cme gies 0 - 000 net tons |p 5,016 |r 5,623 5,848 5,202 5,698 -10.8 -12.0 +9.4 
Crude petroleum’............. 000 barrels e 4,625 4,574 4,558 4,453 4,113 +1.1 +12.4 +13.8 
Blectricipowert 22282421. 0o eae } million kwh 4,283 4,283 4,240 4,338 4,131 0 +3.7 +9.8 
Construction®.......... wee eee eee 000 dollars 190,539 163,866 144,202 179,286 183,661 +16.3 +3.7 43.4 
Heavy engineering—Public®........ 000 dollars 30,067 25,048 23,984 29,348 52,717 +20.0 -43 0 -55.0 
Heavy engineering—Private®....... 000 dollars 9,573 6,514 10,731 6,912 6,541 +47.0 +46 .4 -6.4 
Munitions Production.......... } 1943=100 na. |p 114 114 113 97a 0b +17. 5c +27 .4d 
Wari Coste ee 86 aes. o's million dollars 7,201 7,567 7,879 7,346 6,432 4.8 +12.0 +12.8 
Distribution and Trade 
Garloadings,-total’s. si.ticclss ©e.0 sear thousand cars 871.5 874.0 856.6 819.0 864.0 0.3 +0.9 +4.4 
Carloadings, miscellaneous‘....... . . thousand cars 386 .2 885.8 381.3 381.5 376.8 +0.1 +2.5 apulctl 
Retail trade (NICB) (S)........... 1935-39 = 100 n.d. Hieinetsy Wie Mediate) 169.5 164.3a —0.6b +6. 8c +4.7d 
Department store sales (S)......... 1935-39 = 100 189 175 r 181 173 171 +8.0 +10.5 +6.7 
Variety store sales (S)............. 1935-39 = 100 n.a. 157.9 161.9 ie ee setae Bes: a va 
Rural retail trade (S)..............|] 1929-31=100 n.d. 170.6 175.8 9 4a -3. -3. : 
Grocery chain store sales (S)’........ 1935-39 = 100 n.d. 182.1 |r 178.7 169.3 164.9a +1.9b +10. 4c +5 .0d 
Magazine advertising linage........ thous. of lines 3,277 2,993 3,456 3,709 2,553 +9.5 +28.4 +33.1 
Commodity Prices 
All commodities (BLS)............ 1926=100 e 104.4 |p 104.3 | p 104.0 eee ae 2 ie He Het 
Rawimaterialsnooeee 2). cies else 1926 = 100 e 114.6 114.2 |p 113.0 : , 
Semimanufactured articles,.......|] 1926=100 e 93.8 93.8 93.7 93.6 92.8 0 +1.1 +0.7 
Manufactured products.......... 1926=100 e 100.9 100.9 | p 100.9 100.8 99.6 0 +1.3 +0.4 
Pp Pp 
Rarm products’. 5.2... - +++» 1926 =100 e 125.7 125.0 | p 122.9 ae lie ig Hse see 
idten ae 2.8 inom aoa Gor Ee ana 1926 = 100 e 107.3 106.5 105.0 ‘ : : 3 -2. 
Sensitive industrial (NICB)‘........ 1929 =100 95.8 95.8 95.9 95.9 95.9 0 0.1 j 
Sensitive farm (NICB)‘............ 1929=100 121.4 120.9 121.2 121.8 117.3 +0.4 +3.5 +2.4 
Retail prices (NICB).............. 1926 =100 p 100.5 99.7 99.7 99.3 99.8 +0.8 +0.7 -0.6 
Securities 
Total stock prices(Standard & Poor’s)| 1935-39 = 100 104.3 101.5 97.2 95.1 98.5 +2.8 +5.9 +7.8 
Industrialas eee oe ie sole mitste cle 1935-39 = 100 106.7 103.9 99.0 96.5 100.9 +2.7 +5.7 +6.8 
Railroads saqenesr errr este roy: 1935-39 = 100 105.3 100.8 99.3 ae the case ay +e 
POET a atin eee COS e mine cena d 1935-39 = 100 91.3 89.6 87.8 ; ; ; ; 4 
Wialitiestae. aie so Baie ee 32,186 ae 4245 Diats 
Total no. shares traded N. Y. Stock Ex.|| thousands 40,013 : ; 5 ae ae 
Corporate bond yields (Moody’s). . .|| per cent 3.04 3.05 3.06 3.08 3.11 -0.3 -2. -3. 
Financial Indicators ; 
Bank debits, outside New York City.|| million dollars || 37,624 42,613 36,067 34,933 34,954 -11.7 +7.6 +13.0 
N ital corporate issues 000 dollars 57,328 36,373 32,616 73,464 19,175 +57.6 +199.0 +103.7 
atucinig ‘asues...........-.... | 000 dollars | 138:917 | 84,004 | 184,091 | 107,636 | 65,580 || +83.2 | +134.7 | +159.1 
Comm., industrial and agric. loans‘. .|| million dollars 6,058 5,937 5,958 6,156 5,612 +2.0 +7.9 +5.3 
National income payments. ........|| million dollars na. |p 13,496 |r 12,300 | 12,493 | 12,271a]) +9.76| +10.0¢] +11.5d 
Money in circulation, end of month || million dollars |] p 22,727_| r_ 22.504 22,160 21,552 17,955 +1.0 +26.6 +29.3 
5 ot ; faee Ft i d by tax-paid withdrawals  %Average daily © 4Average weekly 5F. W. Dodge 
SAdjusted for seasonal variation 1Shipments § *Consumption, cigarette consumption measure: May, 1944, to June, 1944 oPercentagercli 
sEngineoring Naw Feord—average weekly YGroery and combination chain store alex, alune, 148, Percentage Chanse, May oe age change ADs, Toth, to May 184 


June, 19438, to June, 1944 
hPercentage change, May, 1943, to May, 1944 


1Percentage change, first 5 months, 1943, to first 5 months, 1944 jLess than 0.05% 


pPreliminary 


rRevised 


n.a.Not available 
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July 

25 Anglo-United States PETROLEUM CON- 
FERENCE opens. St. Louis federal judge 
limits damages recoverable for RENT 
overcharges. RusBEr Director Dewey 
resigns; ORD, its work completed, to 
be liquidated September 1. 

26 WPB orders 20% to 50% of seventeen 
categories of COTTON and COTTON-AND- 
RAYON goods set aside for low-priced 
civilian clothing. Army Service Forces 
put on 54-hour week. 

27 International Harvester’s $217 million 
CONTRACT to produce tanks at Betten- 
dorf, Iowa, CANCELED on March 17, 
1943; company receives final settle- 
ment. 

30 WPB allows placing of unrated purchase 
orpERS for fifteen types of capital 
equipment, in preparation for PosT- 
WAR CIVILIAN GooDs production. Items 
permitted include machine tools, man- 
ufacturing machinery and_ similar 
equipment. 

31 WPB announces production cutbacks in 
several MAGNESIUM plants. 


August 


1 Congress reconvenes. BEVERAGE ALCO- 
HOL production is resumed for one 
month. 

2 OPA announces five broad methods of 
price control for government SALES OF 
SURPLUS commodities, except food and 
products originally purchased for resale 
or stockpiling, in Order No. 94, effec- 
tive September 1. Defense Plant Cor- 
poration completes arrangements for 
sale of surplus AIRPLANES from thirty 
sales centers. 

3 New reductions in CARGO WAR-RISK in- 
surance are reported by Associated 
Press, reflecting decline in U-boat 
menace. 

4, War Mobilization Director Byrnes or- 
ders EMPLOYMENT CEILINGS on civilian 
plants in 181 labor-scarcity areas to aid 
munitions output. WPB announces 
cutbacks in primary ALUMINUM pro- 
duction in several plants because of 
increasing ingot surplus. 

7 Three companies are authorized by 
WPB to make domestic ELECTRIC 
RANGES in fourth quarter of 1944. 


8 Representatives of Great Britain and 
United States agree to set up InrER- 
NATIONAL PETROLEUM ComMISSION 
for fair distribution of world oil 
supplies. 
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9 Navy places on inactive duty a number 
of skilled TIRE BUILDERS and returns 
them to the rubber industry. ORD 
allots additional 25,000 large truck and 
bus trrEs for August rationing, after 
first refusing increase. OPA reports 
allotment still far short of needs. WPB 
liberalizes restrictions on the manu- 
facture of AUTOMOBILE REPLACEMENT 
PARTS. Regulations issued by Defense 
Supplies Corporation for the payment 
of SUBSIDY ON CRUDE-OIL output from 
stripper wells. 


10 AIRCRAFT CUTBACKS announced by 
by WPB will release many workers 
during next twelve months, but net 
effect may be offset by new orders for 
superbombers. WPB removes restric- 
tions on manufacture of ten kinds of 
CONSTRUCTION EQUIPMENT. 


11 Senate passes GEORGE POSTWAR RECON- 
VERSION BILL authorizing states to 
administer postwar unemployment 
compensation and providing a broad 
program for orderly demobilization 
and industrial reconversion carrying 
out Baruch-Hancock proposals. Mur- 
RAY-KILGORE BILL granting federal 
control over unemployment benefits is 
defeated by Senate. 


13 Maritime Commission issues rigid regu- 
lations for TERMINATION of contracts 
for ship construction, shipyard facili- 
ties and supplies, and gives prime con- 
tractor full responsibility for settle- 
ments with subcontractors. OPA sets 
new CEILING PRICES on more than 100 
major COTTON TEXTILES to end trad- 
ing deadlock. W. H. Dow, President 
of Dow Chemical Company, asks re- 
moval of all government controls over 
MAGNESIUM. PAW announces sUPER- 
GASOLINE, developed by American 
chemists, enabling bombers to reach 
originally intended maximums in sus- 
tained speed, short takeoffs, combat 
radius, load-carrying. OPA restores 
PoRK loins and hams and their prod- 
ucts to ration list. 


15 Regulation is issued by WPB establish- 
ing methods of authorizing production 
of seventy-nine groups of CIVILIAN 
Goops wherever labor and facilities 
are available and not needed for essen- 
tial civilian or war purposes. WPB 
Chairman Nelson predicts production 
of civilian goods will rise to 1939 levels 
when Germany falls. Higher ceiling 
prices are set for PIANO manufacturers 
on September 1 by OPA, enabling 
resumption of output. 
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16 Anthracite industry announces revolu- 
tionary new type of “meat-grinder” 
furnace, using less COAL. 


17 OPA announces that HIGHER PRICES 
will be allowed on new CIVILIAN GOODS 
coming back into production, to cover 
increases In wages and material costs 
since 1942. PAW relaxes OIL-WELL 
spacing restrictions in Texas and 
Louisiana. 

18 WPB authorizes production of commer- 
cial MoTOR TRUCKS, truck tractors, off- 
the-highway trucks and truck tractors 
in first quarter of 1945; also certain 
types of tank trailers in the first half 
of 1945. 

19 Governmental control is removed from 
fifty-one IMPORTED commodities by 
WPB. 

20 PAW asks daily average PETROLEUM 
production of 5,051,300 barrels for 
September, highest rate ever certified. 
Important restrictions are lifted from 
wholesale RADIO distributors by WPB 
in an effort to move idle and excess 
stocks. Because of tapering demand, 
WPB removes allocation control over 
BERYLLIUM, except beryllium copper. 
WPB announces that large LUMBER 
consumers may receive part of fourth- 
quarter hardwood allotments during 
third quarter. 

21 Director of Contract Settlement ap- 
proves use of T-LOAN, a method of re- 
conversion financing for war contrac- 
tors whose contracts have been ter- 
minated. WPB issues new policies to 
stimulate PRODUCTION and _ prevent 
accumulation of large INVENTORIES of 
materials and parts in hands of sub- 
contractors if sudden cutbacks or 
terminations occur. 

23 United States Department of Justice 
files clvIL COMPLAINT aGcatInst AAR 
and Western Association of Railway 
Executives, 47 railroads and two bank- 
ing houses, alleging violations of the 
Sherman Anti-Trust Act. WPB re- 
moves many restrictions on color and 
style in SHOE manufacture. Additional 
materials and equipment are made 
available to commercial arRLINES by 
WPB. R. H. Hinckley, Director of 
Contract Settlement, announces pro- 
cedure for Federal Reserve Bank guar- 
antee of T-Loans made by commercial 
banks to contractors whose contracts 
are canceled, up to 90% of war assets 
frozen by cancellation. WPB cuts 
fourth-quarter sTEEL ALLOTMENTS for 
OCR civilian programs. 
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Table 1: Electric Power Generation, by Regions 


Source: 


Edison Electric Institute 


Billion Kilowatt-Hours 


Region 


———— | 


Total United States 


New England..........:.. 
Middle Atlantic 


1942 % Increase 
% 1943 over 1942 
100.0 16.7 
5.9 8.9 
93:7 We ef 
22.9 16.4 
5.6 8.5 
12.6 13.4 
6.7 18.1 
5,3 a(t 
5.7 18.5 
11.5 30.4 


Table 2: Generating Capacity by Regions 
Edison Electric Institute 
Million Kilowatts 


Source: 


Region 
Total United States........ 49.3 100 
News Emglandaa.. ..c... ocre 8.4 6 
Middle Atlantic........... 11.0 22 
East North Central........ 11.1 22 
West North Central....... $.5 7 
South Atlantic............ 6.2 12 
East South Central........ Sam! 6 
West South Central........ 2.6 5 
IMountainterrd eececs cee 2.6 5 
a CHiGtprey shy te heise ape: 5.8 11 
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other regions in annual percentage gains 
of output, running mostly between 15% 
and 18% in recent weeks, following a rise 
of 30.4% in 1943 over 1942. Southern 
states have been second in gains but run- 
ning only about half the Pacific coast per- 
centages in recent weeks. Mid-Atlantic 
and Rocky Mountain states have regis- 
tered small declines from a year ago in 
some recent weeks. Other sections have 
continued to show small increases. Com- 
parative production and gains by districts 
are shown in Table 1. 

Although munitions output has been 
scheduled for a 13% increase in the sec- 
ond half of the year, this rise may be offset. 
in large measure by the curtailment of 
aluminum and magnesium smelting plants, 
two extraordinarily heavy consumers of 
electric energy that were responsible for 
substantial portions of the 1943 rise in 
electricity output. 


CAPACITY ENLARGED 


Generating capacity of all plants con- 
tributing to public supply was 49.3 mil- 
lion kilowatts at the end of 1943, an in- 
crease of 6.3% in the year. At the end 
of June, 1944, it had been moved up 
slightly further to 49.5 million kilowatts, 
an increase of 22% in four years. Capa- 
city to be added in all of 1944 was re- 
cently estimated at nearly 1.5 million kilo- 
watts, distinctly less than any of the pre- 
vious three annual additions... 


HWW WAH Owe 


% Increase 
1943 over 1942 


ee 


.0 Zz) 6.3 
A ‘ 0.0 
8 23.3 1.9 
5 22.6 5.7 
5 7.5 0.0 
9 12.7 5.1 
6 5.6 19.2 
4 5.2 8.3 
A 5.2 8.3 
9 10.6 18.4 


As in sales of electricity, the greatest in- 
creases in generating capacity have also 
been on the Pacific coast and in the South. 
The East South Central region was stepped 
up 19.2% last year and the Pacific coast 
18.4%. (See Table 2.) 

In the past four years while generating 
capacity has been increased 22%, maxi- 
mum demand on the system has risen 
39%. Reserve generating capacity, how- 
ever, still aggregates 834 million kilowatts, 
or 21% in excess of the highest peak load 
attained in the past fiscal year. 


LOAD MARGIN NARROWS 

Over the past five years the margin be- 
tween noncoincident peak loads and gen- 
erating capacity has been narrowing. In 
December, 1943, it stood just a shade over 
9 million kilowatts, compared with over 
11 million kilowatts at the end of 1939. 
This meant that percentage narrowing had 
been much sharper. But in the first half 
of this year the substantial decline in 
power output permitted the margin to 
widen slightly, the first time in two years. 
The extent to which it may be narrowed 
again in the second half of the year, as 
in other recent years, will depend largely 
on the degree of success obtained in the 
munitions program. High industrial pro- 
duction would tend to narrow the margin 
while cutbacks in war contracts would im- 
part the opposite influence. 


Wiuu1amM J. Noe 
Division of Business Statistics 


193 


Lumber Problems 
and Trends 


ABOR problems continue to be the 
prime deterrent to an increase in 
lumber production. Difficulty in obtaining 
heavy-duty tires, diesel engines and re- 
placement parts for tractors and trucks 
will also hamper production in coming 
months, according to lumber industry ex- 
ecutives. With lumber allotments under 
strict WPB control, however, the supply 
is expected to be adequate for most essen- 
tial needs this year. 

Lumber production rose seasonally in 
the six months ended June, 1944, but 
over-all output was below the correspond- 
ing 1943 period. Production in June was 
only 0.8% above the preceding month and 
output in the six months ended in June 
was 3.2% below the comparable period of 
the year before. This decline is attribu- 
table primarily to the labor shortage, al- 
though it was also affected by the two- 
week walkout in the Pacific Northwest 
during May, which is estimated to have 
caused a production loss of 100 million 
board feet. 


Lumber Production, Shipments, and 
Stocks 
National Lumber Manufacturers Association 
Billions of Board Feet 


Source: 


1942 


1943 1944 

Employment in the lumber industry 
dropped to 460,900 workers in May, 1944, 
from 479,600 in January, or nearly 4%. 
Conversely, logging operations indicate an 
immediate demand for 22,000 workers, 
while sawmills could employ an additional 
11,000. 


EQUIPMENT SHORT 


Inability to obtain new equipment and 
replacement parts is the second major de- 
terrent to greater lumber production. 
Diesel engines, used extensively as a source 
of power for sawmill and woods operations, 
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are critically lacking. Only about a fifth 
of all applications for these engines made 
by lumber operators are being approved 
by WPB, as diesels are in strong demand 
for landing-craft. Orders for the lumber 
industry, moreover, cannot be filled for ten 
months to a year from date of application 
because of this tremendous backlog of 
orders with higher priority ratings. Recog- 
nizing this situation, WPB is urging the 
industry to search for diesels in the used- 
engine market. Unfortunately, these, too, 
are scarce. 

Demand for logging and road-building 
equipment, such as tractors, bulldozers and 
power-scrapers, is also far in excess of allo- 
cations to the industry. The number of 
applications for crawler-type tractors, for 
example, was nearly five times greater than 
the supply during the first quarter of this 
year. Although allocations for the re- 
mainder of this year and the first quarter 
of 1945 are double those of the comparable 


Lumber Allocations, Third 
Quarter, 1944 
Source: War Production Board 
Thousands of Board Feet 


Major industrial users!.............} 5,219,982 
Military and export................] 1,614,004 
National Housing Agency.......... 317,568 
War Food Administration: 
Farm service buildings........... 1,065,600 
Farm dwellings. . seks 72,000 
Civilian construction, ‘maintenance. 156,695 
Reserve for military, industrial and 
other Auserssese yore eee 692,507 
Unallotted Reserve 13,644 
OVA pre eae ae I a 9,152,000 


1Using more than 50,000 board feet a quarter. 


1943-44 period, they fall far short of 
meeting replacement needs. The Office of 
Defense Transportation is approving re- 
lease of trucks to the lumber and logging 
industry on a parity with the approval 
rate in the first quarter of this year, or 
about 15% of total releases for civilian 
use. Nevertheless, the trade estimates that 
only a third of its total requirements is 
being met. 


ARMY DEMAND JUMPS 


Demand for light construction lumber 
dropped with the virtual completion of 
cantonment construction and the tapering- 
off.in war-housing construction. This slack 
is being taken up by increased demand for 
boxing and crating purposes and for dun- 
nage. 

Lumber used by the military forces is 
also rising. The Central Procuring Agency 
of the Army Corps of Engineers, which 
acts for all branches of the Service and 
their prime contractors, is the nation’s 
largest purchaser of lumber today. This 
agency purchased 5.5 billion board feet 
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in 1943, or 16% of the national produc- 
tion. Lumber demand from this source, 
moreover, is rising with the accelerated 
tempo of military operations. The CPA, 
for example, purchased more than 2 bil- 
lion board feet during the three months 
ended May, 1944, or an average of 690 mil- 
lion feet a month. This average monthly 
purchase rate is 23% above earlier 1944 
months and 48% above the 1943 monthly 
average. 

Approximately 10 carloads, or 250,000 
board feet, of lumber are used as dunnage 
to prevent the shifting of cargo in a 
10,000-ton freighter, such as the Liberty 
ship. In Naples, 2,000 carloads, or 50 mil- 
lion board feet, were used in rebuilding 
docking facilities. Consumption for such 
purposes makes the tremendous demand 
for lumber by the Armed Forces more 
readily understandable. Lumber is also in 
heavy demand by the shipbuilding indus- 
try. A steel-hulled battleship needs 300,- 
000 feet of high-grade lumber for decking, 
and a similar footage is required in build- 
ing a 110-foot sub-chaser. Floating dry- 
docks, used extensively in this war, con- 
sume nearly 1.8 million feet of lumber 
each. Total military requirements, both 
direct and indirect, constitute 75% of all 
lumber needs in 1944. 


WPB ALLOTMENTS 


With lumber supply insufficient to fill 
both war demands and civilian uses, WPB 
has allotted 9,152 million board feet among 
claimant agencies and the WPB industry 
divisions for the third quarter, under Order 
L—335, effective August 1. Lumber re- 
quirements totaled 10,570 million board 
feet, according to a preliminary screening, 
but in view of the unimpressive production 
outlook and low stocks in mills and con- 
centration yards, WPB was compelled to 
reduce the third-quarter allotment to 9,152 
million board feet. Lumber allocations, as 
revised, are shown in the table. 

Log imports, which declined in 1942 and 
1943, are expected to increase in 1944 and 
to augment the domestic lumber supply 
substantially this year. Log importation 
schedules to the Puget Sound Area in 
1944 call for 17.5 million feet of Douglas 
fir sawlogs, which would be fifteen times 
greater than the volume received in 1943. 
These imports will be of material help to 
mills in the Washington area. With WPB 
controlling allotments, it is expected that 
lumber supply this year, barring adverse 
weather conditions or unforeseen difficul- 
ties, may be adequate to meet the most 
essential requirements. 


Wim B. Harper 
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Chart 1: United States Production of 
Paper and Paperboard 


American Paper and Pulp Association; National 
Paperboard Association 


Percentage of Rated Capacity 


Sources: 


1943 


1944 


Paper Outlook 
Improves Slightly 


NCREASED supplies of raw materials 

for the manufacture of paper and pa- 
perboard have been reported for the first 
half of this year, and the outlook for the 
remainder of 1944 appears more encour- 
aging. However, growing military demand 
is expected to absorb any increase in out- 
put, according to the trade, and the in- 
crease will affect civilian supplies only by 
reducing the extent to which they would 
otherwise be curtailed. 

Although wood-pulp supplies have been 
tight, the gain in pulpwood receipts indi- 
cates a probable increase in pulp produc- 
tion during the second half of 1944. Pulp- 
wood receipts in the first six months were 
at the annual rate of almost 16 million 
cords, as compared with the WPB esti- 
1American Paper and Pulp Association. 


Chart 2: Domestic Production and 
Stocks of Wood Pulp 


Source: United States Pulp Producers Association 
Index Numbers, January, 1941 =100 


Astocks+| \. 
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Table 1: Consumption and Stocks of Wood Pulp 
Sources: WPB; Bureau of the Census 
Thousands of Short Tons 


Consumption Stocks 
Product ‘A 
First Six Months End of June 
% Change % Change 

1944 1943 1944 1943 
otal nro oe ns kn 5,430 5,432 trek 408 668 -38.9 
Bleached sulphite, total........ 908 991 —8. 4 175 255 -31.3 
Paper grade.................. 667 738 -9.6 83 121 | -31.4 
Nonpaper Bredece tctan. 241 253 4.7 92 134 -31.3 
Unbleached Sulphite moreno ck 638 746 14.5 58 150 -60.9 
Bleached sulphate............... 336 349 -3.7 26 33 —23 .6 
Semi-bleached sulphate.......... 74 85 | -12.9 5 7 | -26.8 
Unbleached sulphate........... 1,847 | 1,776 | +4.0 41 63 | -85.5 
a BS Ein. oa CRE eS RSA 210 234 -10.3 15 23 -36.1 
roundwood areas Perea tes fai aio) eh av ove 887 879 +1.0 71 105 -32.4 
Miscellaneous). 6 05.5. fen. os 531 373 +424 17 31 45.8 


a re 


mate of 13.1 million cords for the year. 
During June, 1.44 million cords of pulp- 
wood were received, 1.37 million cords 
were consumed, and stocks were raised to 
2.89 million cords. Continuation of the 
current high level of deliveries would be 
unfavorably affected by continued drought 


Table 2: Waste Paper Situation 
Source: WPB 


Thousands of Tons 


First Six Months 


19441 1943 
Receiptst i. 2).e eee. 3,535 2,992 
Consumption..............| 3,500 3,124 
Inventories end of period... 289 409 


lIncludes some fabricating (conversion) broke not in- 
cluded in 1943 data. 
in the Northeastern region, long rains in 
the South, adverse winter weather, trans- 
portation difficulties, and manpower prob- 
lems. 
PULP OUTPUT UP 


Mills produced 6.4% more pulp in the 
first half of 1944 than in the same period 
of 1943. Actual output was 4.97 million 
short tons, against 4.68 tons a year earlier. 
Imports were down 13.8%, however. Total 
consumption, as shown in Table 1, was 
virtually the same in both periods. The 
inventory picture, however, showed a sub- 
stantial decline, caused by consumption 
exceeding new supply in the last half of 
1943 and early part of 1944. 

Use of waste paper reached 593,000 
short tons in June, 1944, almost as much 
as receipts during the month. Further in- 
creases in the use of this raw material to 
supplement pulp cannot be relied upon 
unless collections are stepped up. The 
monthly goal of 667,000 tons has not yet 
been reached, collections averaging 589,000 
tons, or 88% of the goal. Price ceilings for 
ten grades of waste paper were increased 
on July 17, 1944, in order to stimulate 
collections. Trade reporters point out that 


this OPA amendment of ceilings failed to 
encourage dealers to pack waste paper 
properly for mill consumption, since it es- 
tablished lower prices for certain grades 
than for mixed paper. 


PAPER OUTPUT RISES 


Total paper and paperboard production 
in the first half of 1944 was slightly higher 
than a year earlier, but increases were 
much more prevalent in paperboard prod- 
ucts than in the paper group, as shown 
in Table 3. Military and war-plant de- 


Table 3: Paper and Paperboard Pro- 
duction, by Major Grades 
Source: Bureau of the Census 
Thousand Short Tons 


First Six Months 


Paperboard, total 


% 
Change 
1944 1943 

All grades..........| 8,260 | 8,505 | +1.3 
Paper, total........ 4,236 2.1 
Newsprint......... 415 | -14.9 
Groundwood....... +0.4 
Bookeeteer. 808 -9.0 
Kineton en cee 7.5 
Wrapping......... Sly 
Shipping sack...... : +41.6 
Special industrial. . . +23 .5 
Sanitary-25.4000: -1.2 
“Tissue balances -0.9 
Absorbent......... +12.3 
Binding ere nce +5.1 
8 

a} 

6 

7 

as) 

5 

al 
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Container board... +6 
Folding boxboard. . +0 
Setup boxboard... . -12 
Cardboard......... +6 
Building board..... +0 
Misc. & other board +50 
Tube stock........ +71 


mands are still growing, and have necessi- 
tated more strict controls on use and pro- 
grams for conservation and reuse, 
Wrapping-paper production declined 
1.7% from the first half of 1943 to 1944, 
and the supply has become tighter. Al- 
though most essential civilian needs can be 
met, no paper is available for wrappings 


which are not absolutely necessary. Bag 
papers are also in extremely short supply. 
Most paper products are reported by the 
WPB to be sufficient to satisfy war and 
essential industrial needs. 

Container board, on the other hand, has 
been listed as one of the materials of 
which there is not enough to meet war and 
essential industrial demands, even though 
output in the first six months of 1944 was 
6.3% above the year-earlier figure. Order 
M-290, which controls container board, 
has been amended to establish a distribu- 
tion program assuring board for manufac- 
ture of V-boxes and domestic boxes. 


Frances H. Frazer 
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War-end Surpluses 

TREMENDOUS amount of war 

goods, goods in process, and raw 
materials is expected to be on the nation’s 
hands at the end of the war. But how 
tremendous? Representative Whittington 
of Mississippi, on August 16, gave an esti- 
mate of about $12 billion which he said 
had been furnished him “by a responsible 
government official.” The summary was 
made “as of January 17, 1944.” 


Estimates of Government-owned 
War-end Surpluses 


Source: As Printed in Congressional Record 
Millions of Dollars 


Loca- 
tion | Total 
Value 


Facilities (excluding land): 
Nonindustrial: 


Industrial: 
Buildings, etc.....-.. alt odop 
Machinery and equip- 


Machinery in services. 
Aircraft: 


Tankers ijaieteerecensieve 
‘Others tesiessctetn ener 
Military (Army only): 
Guns and fire control... 
Ammunition........... 
Combat vehicles........ 
Radio equipment....... 
Radar equipment....... 
Potential avila goods: 
Finished products: 
Trucks, cars, tractors, 


Railroad equipment. . . 
Photo equipment and 
BUpplies so cuee see 
Precision instruments. 
Medical and dental. ... 
Food products........ 
Clothing (unissued). .. 
Raw materials: 
Petroleum products. . . 
Government stock piles} .... 
Otheriteihe ca-ceseo. 3 
Materials in process..... 
Miscellaneous equipment 
and supplies.......... 


Total Acne sence 


4,588 
3,700 


a 2,252 
23,651] 52,487] 36,000) 112,138 
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Earnings and Hours 
in Manufacturing 


OTH hourly and weekly earnings of 
all wage earners in the twenty-five 
manufacturing industries regularly sur- 
veyed by Tur Conrerence Boarp rose to 
new peak levels in June. The average 
number of hours worked in one week and 
total payrolls were also higher in June, but 
reduced employment was responsible for a 
fractional decline in total man _ hours. 
Wage-rate increases granted in June were 
negligible, amounting to only 0.02% for 
all wage earners. 


HOURLY AND WEEKLY EARNINGS 


Hourly earnings, reflecting longer work- 
ing hours and larger premium overtime 
payments, advanced 0.6% in June to a 
new peak level of $1.068. In the year 
from June, 1943, to June, 1944, they rose 
5.1%, largely because of more overtime 
worked. Since January, 1941, the base 
date of the Little Steel formula, hourly 
earnings have increased 40.7%, and since 
the month before the outbreak of hostili- 
ties in Europe, August, 1939, they have 
risen 48.3%. 

Since weekly earnings show the effect 
of both higher hourly earnings and long- 
er working hours, they rose even more in 
these periods. The new peak level of 
$49.23 in June was 1.6% higher than the 
previous high reached in May, and 6.7% 
above the level of June, 1943. The ad- 
vance in weekly earnings since January, 
1941, was $18.62, or 60.8%, and that since 
August, 1939, amounted to $21.94, or 
80.4%. 


EARNINGS, HOURS, EMPLOYMENT, PAYROLLS, ALL WAGE EARNERS, 25 
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Average Weekly Earnings in Twenty-five Manufacturing Industries 


Source: 


Tur ConrEeRENCE BoarpD 


Index Numbers, 1923=100 


ee n 
1934 1939 1944 1936 


1937 


“Real” weekly earnings, reflecting .the 
0.1% decline in living costs from May to 
June, as well as the advance in dollar 
weekly earnings, rose 1.7% in the month 
period to a new high level of 177.0 
(1923=100). Since June of last year the 
quantity of goods and services which could 
be purchased with dollar weekly earnings 
has increased 6.1%, and the increases since 
January, 1941, and August, 1939, have 
been 32.4% and 45.0%, respectively. 


HOURS WORKED 


The average number of hours worked in 
June by wage earners in these industries 
was 45.9 per week. While the work week 
in June was longer than in any other 
month in recent years, it was still consid- 
erably shorter than those worked before 
March, 1930. Weekly working hours 
have been increased 0.7 hours, or 1.5%, 
since June, 1943; 5.7 hours, or 14.2%, since 
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January, 1941, and 8.0 hours, or 21.1%, 
since August, 1939. 

Total man hours declined 0.1% from 
May to June because the reduction in em- 
ployment was greater than the increase 
in average hours worked per wage earner. 
At 130.1 (1923=100) in June, total man 
hours were 4.8% below those a year be- 
fore, but 46.0% above those in January, 
1941, and 100.8% higher than the Au- 
gust, 1939, level. 


EMPLOYMENT AND PAYROLLS 


The number of wage earners in the 
twenty-five manufacturing industries 
dropped in June for the seventh consecu- 
tive month. The decline amounted to 
1.0% and resulted from reduced employ- 
ment in sixteen of the individual imdus- 
tries. In four others the level remained 
virtually unchanged from May to June. 
Since June, 1943, employment has fallen 
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Nore: Hourly earnings are not wage rates, because they include overtime and other monetary compensation 


Aver: Average 


Index Numbers, 1928 =100 


Avera, Aver be eeisel paces 
Date meee, ys ara eck es Week. Lees Hourly Earnings Weekly Earnings Hone per | Emmploy- Tv 
age Wage Week per ae Man Payrolls 
Earner Earner Wage Hours 

Actual Real a Actual Real a Earner 
W943 June Aro eee ee $1.016 | $46.16 45.2 43.1 187.8 180.6 173.5 166.8 91.9 148.6 136.6 257.8 
A it K gebemnecate Acer ok = 1.020 46.14 45.0 43.1 188.5 183.4 173.4 168.7 91.5 148.6 136.0 257.7 
AUT UIS Cee Mee eer he) cians ee 1.020 46 .25 45.1 43 .2 188.5 183.9 173.8 169.6 91.7 148.8 136.4 258.6 
Septem bervacias recar eenrer: 1.036 47.13 45.3 43.5 191.5 186.1 177.1 172.1 92.1 149.5 137.7 264.8 
Octobereerrn. ten oc areccse 1.036 47 AT 45.5 43.6 191.5 185.0 178.4 172.4 92.5 149.7 138.5 267.1 
Novembetaccctemasnteen 1.041 47.58 45.5 43 .6 192.4 185.9 178.8 172.8 92.5 149.8 138.6 267.8 
Decemberiesenucscnact on 1.045 47.15 45.1 43.7 193.2 185.9 L772 170.5 91.7 149.6 137.2 265.1 
1944 January ews tee cee 1.046 47.56 45.2 43.7 193.3 186.0 178.7 172.0 91.9 148.1 136.1 264.7 
February: cnctee oe cee 1.048 48.15 45.7 43.9 193.7 187.1 180.9 174.8 92.9 147.9 137.4 267 .6 
March a ide Sgt minvepepsdnuetevere dave 1.053 48 .41 45.8 44.0 194.6 187.8 181.9 175.6 93.1 146.6 136.5 266.7 
April en enee Senn foie s&s 1.057 48 .09 45.2 44.0 195.4 187.5 180.7 173.4 91.9 144.0 132.3 260 .2 

Mayo" te mr ce. 1.0627] 48.467) 45.5 44.1 196.37} 187.7r| 182.17] 174.17] 92.5 140.87r| 180.27] 256.4r 

Junes eRe Sees 1.068 49.23 45.9 44.2 197.4 188.9 185.0 177.0 93.3 139.4 130.1 257.9 


August, 1944 


off 6.2%, but since January, 1941, the 
number of employed wage earners has ris- 
en 27.8%. The gains from August, 1939, 
to June, 1944, have amounted to 65.6%. 
Total payrolls, reflecting the large in- 
crease in weekly earnings and the some- 
what smaller decline in employment, rose 
0.6% in June. They were only slightly 
higher than those a year before, but were 
105.5% more than in January, 1941, and 
198.5% above August, 1939, payrolls. 
Labor statistics in the twenty-five man- 
ufacturing industries show new peak levels 
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of hourly and weekly earnings in June, 
and increases in the length of the work 
week and in total payrolls from May to 
June. A very slight reduction in total 
man hours and substantial employment 
losses were also recorded. With the ex- 
ception of employment and man _ hours, 
the June averages were higher than those 
a year before. Since January, 1941, and 
August, 1939, all series have shown sub- 
stantial gains. 
Eruet B. Dunn 
Division of Labor Statistics 


Cost of Living in July 


IVING COSTS of wage earners’ fami- 
lies in the United States rose con- 
siderably from June to July. 

The index on a wartime basis was 105.0 
(1923=100) in July, the same as the pre- 
war index. Since the two series was 
started in January, 1942, they have only 
shown minor variations from each other. 

There were increases of 0.6% from June 
to July and 1.8% from July a year ago. 
The large increase over the year was part- 
ly owing to a decrease of 1.2% from June 
to July, 1943. Since June, 1943, the in- 
crease has only been 0.7%. The base date 
of the Little Steel formula, January, 1941, 
was exceeded in July, 1944, by 22.1%. The 
rise in the index since August, 1939, has 
been 25.0%, and since November, 1941, 
the month previous to Pearl Harbor, it 
has been 13.0%. 

The purchasing value of the 1923 dollar 
declined 0.6% from 95.8 cents in June to 


95.2 cents in July. The value in July, 1943, 
was 97.0 cents and in January, 1941, 116.3 
cents. 


JULY CHANGES 


The increase of 1.2% in the cost of 
food from June to July was the main in- 
fluencing factor in the cost of all items. 
A large rise in the price of eggs, coupled 
with rises in various fresh fruits and vege- 
tables, was responsible for the increase of 
the food index. 

Housing, after remaining unchanged 
from July, 1942, rose 0.1% over the quar- 
terly period from April to July, 1944. This 
was a result of rises in various cities which 
have been accumulating since the middle 
of 1942 and which finally were sufficient 
to change. the United States index in July 
of this year. 

The clothing, fuel and light, and sun- 
dries components of the index remained 
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unchanged during the period June 15 to 
July 15, although men’s clothing increased 
0.1% and electricity and gas each declined 
0.1%. 

ANNUAL CHANGES 


Over the year, food decreased 0.4%, but 
remained 42.2% above January, 1941. All 
the other major components of the index 
rose, the largest increase being 5.7% in 
sundries. Clothing increased 4.0%, and 
housing 0.1%. Gas and electricity both 
decreased, but not sufficiently to offset the 
larger increases in the cost of fuel. 


CITY INDEXES 


Complete indexes for July were pub- 
lished for sixty-three cities. From June 
to July, total living costs rose in 57 cities, 
with increases ranging from 0.1% in 
Youngstown to 2.2% in Trenton. In- 
creases in medical fees and haircut prices, 
as determined by an annual survey in 
Trenton, caused sundries as well as all 
items to show a considerable rise in that 
city. The next highest increase in all 
items during the month was 1.5%, in Lan- 
sing, which had the greatest increase in 
food prices of all cities, one of 3.9%. There 
were increases in food costs in 57 cities, 
fourteen of 2.0% or more. 

Six cities felt decreases in the cost of 
all items: Spokane, 0.4%; Indianapolis, 
0.3%; Denver, San Francisco-Oakland, 
and Syracuse, 0.2%; and Sacramento, 
0.1%. All these cities also experienced de- 
creases in the cost of food—in fact, they 
were the only cities to show decreases in 
food. 

The median change from June to July 
in all items was an increase of 0.6% in 
eleven cities. 


COST OF LIVING ON WARTIME BUDGETS IN THE UNITED STATES, AND PURCHASING VALUE OF THE DOLLAR 


Weighted 
Date Average of Food 

All Items 
TOASETuly MoMhee ak Marea 103.1 | 112.4 
AUgUSt.criye. ce hates 102.8 111.4 
Septemberia aoe nemestiet 103.1 112.0 
October ere aaa eae 103.7 112.6 
INGyemberqeeeeacinice “a. 103.7 112.1 
December. as ninae oevowi ota 103.9 111.9 
NOAA OANUATY eerie ote olor == 103.9 111.1 
Mebruiarye ccc sercrcccecia : 103.4 109.6 
IVWaTre he eraecraeicetelne «coke 103.4 109.2 
oie ee 104.1 | 110.1 
Mayen ret 104.4 | 110.7 
JUN OMs eee wreaks. = ic 104.4 110.6 
105.0 111.9 


June 1944 to July 1944....... | +0.6 
July 1943 to July 1944...... er t1.8 


-0.4 


1Since October, 1943; data on housing collected quarterly, January 15, April 15, July 


15, and October 15. as 
"Includes fuel as well as electricity and gas. 


+1.2 


Clothing 
Housing! 
Total Men’s Women’s 
Index Numbers, 1923=100 

a 90.8 88.9 98.5 79.3 
90.8 89.3 99.1 79.5 

90.8 89.8 99.5 80.1 

90.8 90.6 99.7 81.4 

90.8 90.9 100.0 81.7 

90.8 91.1 100.2 81.9 

90.8 91.2 100.4 82.0 

90.8 91.6 101.0 82.1 

90.8 91.7 101.2 82.2 

90.8 91.9 101.6 82.2 

90.8 92.3 101.8 82.8 

b 90.8 92.5 101.8 83.1 
Cc 90.9 92.5 101.9 83.1 


Percentage Changes 


+0.1 | - +0.1 
+0.1 +3.5 


4.0 | 
+4.0 


16 | 42.6 | 
+4.8 +2.8 


aBased on food price indexes of Tam ConrerEence Boarp for July 15, 1943. 
bBased on food price indexes for June 15, 1944. 
cBased on food price indexes for July 15, 1944. 


Fuel and Light Purchasing 
Sundries Value of 
Total? Electricity Gas ollar 
92.5 67.2 94.6 LO 97.0 
92.6 67.2 94.6 107.3 97.3 
92.6 67.2 94.6 107.4 97.0 
92.7 67.2 94.6 108.6 96.4 
93.1 67.2 94.6 109.1 96.4 
94.9 67.2 94.6 110.0 96.2 
95.1 67.0 94.6 110.5 96.2 
96.0 67.0 94.6 110.6 96.7 
95.3 67.0 94.6 111.5 96.7 
95.3 67.0 94.6 112.8 96.1 
95.3 67.0 94.6 LISe2 95.8 
95.1 67.0 94.6 113.3 95.8 
95.1 66.9 94.5 113.3 95 .2 


-0.6 


=O) | 0 | 
+5.7 ald 


=)! 


-0.1 
-0.4 


rRevised 
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Cost of Living in the United States 


Source: 
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Index Numbers, 1923 =100 


60 
1929 1934 1939 1944 1936 1937 
During the year July 15, 1943, to July 
15, 1944, fifty-six cities showed increases 
in total living costs ranging from 0.1% in 
Erie to 3.8% in Toledo. These rises were 
influenced more by large increases in com- 
ponents of the index other than food, 
since, over the year, food declined in forty- 
six cities and rose in only fifteen cities. 
Atlanta and Dayton showed no change. 
Six cities in which decreases in food 


costs were large also had, decreases in the 


1939 1940 1941 1942 


costs of “all items”: Buffalo and Mead- 
ville, 0.1%; Akron, 0.2%; Syracuse, 1.0%; 
Duluth, 1.1%; and Newark, 1.7%. Food 
costs in Buffalo dropped 3.1%; in Mead- 
ville, 3.7%; in Akron, 4.0%; and in Syra- 
cuse, Duluth and Newark, 6.3%. 

The median change was an increase of 
1.4% in Los Angeles. 


1938 1943 1944 


Mary A. Wertz 
Division of Labor Statistics 


Estimates of Unemployment Compensation 
Costs after the War 


ROBABLE cost of the unemployment 

compensation provisions of the Mur- 
ray-Kilgore bill was estimated by Dr. Alt- 
meyer of the Social Security Board at 
$10.4 billion for the three years, 1945- 
1947, 

This estimate, in turn, was based upon 
the assumption that Germany will be de- 
feated by the end of 1944, that the war 
with Japan would last one year longer, 
and that the Armed Forces would number 
11 million at the close of this year, 9 mil- 
lion in 1945, 5 million in 1946 and 3 mil- 
lion in 1947. 

The civilian labor force in these esti- 
mates is assumed to be 53 million at the 
end of 1944, increasing 2 million in each 
of the three years thereafter. Unem- 
ployment for the corresponding years was 
placed at about 2 million, 4 million, 8 mil- 
lion and 4 million, respectively. 

Dr. Altmeyer’s total of $10.4 billion did 
not include an additional $3.3 billion to 
be paid out under existing benefit obliga- 
tions of the states and an additional $895 
million for veterans, as provided in the 
G. I. bill. The total cost of postwar un- 


employment compensation would thus be 
$14.6 billion. 

Unemployment compensation benefits 
offered in the George bill were at a lower 
level and would cost the Federal Govern- 
ment only $6 billion for the same period. 
Of this, payments to veterans and federal 
workers would account for $2.6 billion. 
The remaining $3.4 billion represents reim- 
bursements to the states when their pay- 
ments exceed 2.7% of covered payroll. 

This plan would require government ex- 
penditures of $350 million in 1945, $1.9 
billion in 1946, and $3.8 billion in 1947, 
as compared with $2.3 billion, $4.1 billion 
and $4.1 billion proposed in the Murray- 
Kilgore bill. G. D. 


Motor Industry’s Choice 


British automobile producers are debat- 
ing whether to maintain their specialized 
export trade and a small home market or 
to bid aggressively for world markets by 
changing car designs to conform with 
styles and sizes of American models, ac- 
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cording to The Economist for May 13, 
1944. 

Strong deferred demand for replace- 
ments and new cars resulting from the 
cessation of car manufacture for civilian 
use in all major automobile manufacturing 
countries during the war indicates a 
“seller’s” market. The British automobile 
industry would thus find it simple to ob- 
tain a foothold in world markets in early 
postwar years. Thereafter, however, as 
pent-up demand moderated, competition 
would intensify. Great Britain would find 
it difficult to compete successfully with 
the American automobile industry’s high 
degree of standardization and mass pro- 
duction methods unless they turn to pro- 
duction of a larger-size car and abolish the 
tax of £1 per horse power. 

As a possible solution to the problem of 
maintaining peacetime revenues from 
these sources, The Economist suggests a 
license duty on the original wholesale 
price of the car as a substitute for the 
horse-power tax. 

Obviously, change-over in car size would 
reduce the protection now enjoyed by the 
British automobile industry. Neverthe- 
less the country’s domestic market would 
still be protected by the import duty of 
4314%. In any event, there is little risk 
of heavy imports in early postwar years, 
since the home demands on the producing 
capacity of the American automobile in- 
dustry will preclude them. W. B. H. 


Business in Print 


Postwar Monetary Plans and Other 
Essays. By John H. Williams. New York: 
Alfred A. Knopf. $2.50. 


A selection of essays by a ranking economist that 
are strongly critical of current international 
monetary proposals. Profssor Williams offers 
several proposals of his own for his contempo- 
raries to shoot at. 


Fiscal and Monetary Policy. By Beardsley 
Ruml and H.C. Sonne. Planning Pamphlet, 
No. 35. New York: National Planning Asso- 
cvation. 

See article in this issue, page 185. 


“Anti-Trust Enforcement in the War and Post- 
war Period,” by Wendell Berge, The George 
Washington Law Review. June, 1944. Sum- 
mary and preview by the Assistant Attorney 
General. 


“Debunking the National Income Figures,” by 
John W. Scoville, Barron’s, July 10. As the 
title indicates, a sharp criticism of the signifi- 
cance of such statistics. 


“National Income and What It Means,” by 
Milton Gilbert, Barron’s, August 14. A teply 
to Mr. Scoville’s article, by the chief of the 
National Income Unit of the Bureau of For- 
eign and Domestic Commerce of the Depart- 
ment of Commerce. 
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“New and Discontinued Businesses, 1940-43,” 
Survey of Current Business, July. Vital statis- 
tics of the business population are presented, 
in detail, by industry groups and size of firms, 
as background for a forthcoming series to be 
released by the Department of Commerce. 


“A Case Study in the Costs of Distribution,” 
Journal of Marketing, July. - This article 
analyzes the operations of a branch house of a 
wholesale grocery company and outlines the 
reduction of distribution costs through the 
functional type of cost analysis which have 
been suggested by several Department of 
Commerce studies. 


“Manpower and Employment Problems in 
Transition from War to Peace,” by William 
Haber, The Review of Economic Statistics, May. 
On the basis of a comprehensive analysis of 
labor market developments from the start of 
the war effort, the author concludes that “‘a 
vigorous and positive government program to 
sustain certain segments of economic activity 
must be contemplated if the postwar labor 
force. . . is to be employed at a ‘full’ or opti- 
mum level.” In appraising the size of the em- 
ployment problem, several rather generally 
accepted assumptions are laid down concerning 
both military and industrial developments 
which may be expected in the five clearly de- 
fined phases of reconversion and reemploy- 
ment. Concerning economic conditions after 
we are completely reestablished on a peacetime 
basis no broad predictions are made in view of 
the “‘weight exercised by a variety of economic 
forces.” However, the emergence of a postwar 
demand for 53 million to 56 million jobs is 
indicated.—C. R. F. 


“Many Parallels Are Noted in Two World 
Wars,” by G. H. Manlove, Steel, August 21. 
Many aspects now are similar to those of 
August, 1918, but prices were higher then and 
drastic controls such as denying steel for 
automobile manufacture, had just begun. Sub- 
contractiig was not so widespread. Prepara- 
tions for termination and reconyersion were 
fewer than now. 
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Cost of New War Plant 


N August 15, Representative Manas- 
co of Alabama had inserted “in the 
Record” “a table showing that the Fed- 
eral Government has expended over $15 
billion in the construction of war plants,” 
and that the total cost of new war plant 


War Industrial Facilities Financed 


with Public and Private Funds 
In Millions of Dollars 
Source: As Printed in Congressional Record 


Estimated Cost 


Type of Product 


Pub- | Pri- | Total 
lie vate 
Manufacturing and Mining Facilities 
Ordnance: 
Explosives, ammunition assem- 
bling, and loading.............. 2,848 21) 2,869 
Ammunition, shells, bombs, etc...| 1,093 141] 1,234 
Guns and combat vehicles........ 1,225] 215] 1,440 
Totalh toe eect er ..| 5,167] 376) 5,543 
Aircraft—engines, parts, accessories.| 3,114 282) 3,396 
Ship construction and repair....... 2,128 173] 2,301 
Tron and steel and its products.....| 1,069} 881] 1,950 
Nonferrous metals and their prod-' 
ucts: total a2; ac. Sa mee work 1,168 363} 1,530 
Machine tools and other metal- 
working equipment.............. 1389} 159) 298 
Machinery and electrical equipment} 
and appliances............ gover 486] 290} 776 
Chemicals (including synthetic rub- 

BE COG: DE OE OCC se ns 1,189 413) 1,601 
Products of petroleum and coal.... 211 596} 807 
Miscellaneous manufacturing....... 239 854 593 
Mining of metal ores and minerals. . 147) (176) = 824 

Total 2 egies aos 15,057} 4,063] 19,120 

Industrial Service Facilities 
Gas, light, heat, and power........ 473| 795) 1,267 
Pransportarionsjojaisjsacrowssio <i tees 191} 1,189} 1,380 
Communication... ...f.0......a.0. 4) 131 185 

Tetalevesets stare te conte 668) 2,115} 2,783 
Grand! totale ncceo ee ee 15,725] 6,178] 21,903 


was close to $22 billion. As in the case 
of the estimate of war-end surpluses (see 
page 195) no source for the figures is cited. 


Business Book Shelf 


By the Minister of 


Employment Policy. 
Hed His Majesty's Sta- 


Reconstruction. London: 

tionery Office. 6 d. 
The policy to be pursued by the British 
Government in the interest of maintaming 
a high and stable level of employment af- 
ter the war is outlined as one of extended 
state control, the success of which will be 
dependent upon the support and coopera- 
tion of the entire economic community. 

Discussion of the economic background 
and the evaluation of the transition period 
from war to peace closely parallels what is 
being written and talked about in this 
country concerning its problems. Simi- 
larly, stress is laid on the need and desir- 
ability of international cooperation for 
economic stability, although to this end 
the British count on the economic develop- 
ment of Colonial dependencies as a sub- 
stantial contribution. 


a 


Two major propositions are set forth 
for home-front action. Both of these place 
the government clearly in the “driver’s 
seat,” naming it the motivating power by 
which the measures contemplated are to 
be effected. 

The first objective is to balance in- 
dustrial areas so that communities will 
no longer be dependent upon the tides 
and fortunes of a single industry. As- 
sistance by the government is proffered 
toward increasing the mobility of labor. 
The second aim is that of maintaining a 
high level of expenditures as an antidote 
to violent fluctuations in demand and 
hence in general employment. The gov- 
ernment plans to assume responsibility for 
this effort at stabilization, and complete 
confidence is expressed in its power to 
check tendencies toward boom or depres- 
sion in the economy. C. R. F. 
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Industrial Management. By Asa S. Knowles 
and Robert D. Thomson. New York: The 
Macmillan Company. $4.50. 

Industrial prosperity requires good man- 

agement; men must be trained to co- 

ordinate the various segments of enter- 
prise into an efficient working organiza- 
tion. 

To assist students of industrial manage- 
ment and others actively engaged in man- 
agement, Dean Knowles of the School of 
Business Administration at Rhode Island 
State College, and Professor Thomson, 
of Northeastern University, have drawn 
upon their actual business and consulting 
experience, as well as material used in 
teaching, to present a picture of the vari- 
ous aspects of the subject. 

Starting from the first principles of 
management, the book deals with budget- 
ing, the management of physical property, 
the organization of the physical plant, the 
management of manpower, production 
control and cost control. 

In addition to a discussion of the vari- 
ous subjects, the authors have presented 
problems on each subject to allow the 
reader the opportunity to apply the prin- 
ciples contained in the book. 

Much of the material contained in the 
sections on the management of physical 
property, production control and cost con- 
trol has never been presented in organ- 
ized text book form previously, and should 
be valuable to those concerned with these 
problems. H. A. W. 


Postwar Goals and Economic Recon- 
struction. 
Postwar Economic Society. 
Both volumes edited by Arnold J. Zurcher and 
Richmond Page. New York: New York Uni- 
versity. $3.50 each. 
These books are respectively collections of 
addresses delivered at the second and third 
series of conferences sponsored by the In- 
stitute of Postwar Reconstruction. 
Enterprise in Postwar America,” by 
Leon Henderson; “How May Business En- 
terprise be Expanded after the War,” by 
Gardiner C. Means; “How Shall We Deal 
with the Public Debt,” by Alvin H. Han- 
sen; and “How Shall We Deal with Monop- 
olies,” by Thurman W. Arnold, may, in 
a sense, be considered as headlining “Post- 
war Goals and Economic Reconstruction.” 
Similarly, Fiorello H. La Guardia with 
an address entitled “Perspective in Post- 
war Planning”; Mrs. Samuel I. Rosenman 
presenting “A Reappraisal of Urban Plan- 
ning”; Gilbert H. Montague on “The 
‘Cartel’ Problem”; and Dr. Morris Fish- 
bein outlining “The Future of Medical 
Practice” may in a popular sense be said 
to feature the volume “Postwar Economic 
Society.” 
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But both volumes present a substantial 
variety of topics and speakers. Among 
the participants in the second series of 
conferences were Dr. Frank B. Jewett, 
head of the Bell Telephone Laboratories, 
setting forth “The Promise of Technol- 
ogy”; Mabel Newcomer suggesting “A Tax 
Policy for Postwar America”; and Emil 
Rieve and Boris Shishkin outlining “What 
Labor Wants after the War.” 

At the third series of conferences, War- 
ren S. Thompson analyzed “War and Post- 
war Population Shifts in the United 
States”; John E. Slater, Executive Vice 
President of American Export Lines, Inc., 
and American Export Airlines, Inc., con- 
sidered “America’s Postwar Merchant Ma- 
rine”; and Edwin S. Burdell, Director of 
Cooper Union for the Advancement of 
Science and Art, set forth “Tomorrow’s 
Educational Problems.” F. W. J. 


A Preview as to Women Workers in Tran- 
sition from War to Peace. By Mrs, 
Elizabeth Pidgeon. Special Bulletin No. 18 of 
the Women’s Bureau, Department of Labor, 
Washington, D. C. 


The economic setting for the role to be 
played by women workers in the transi- 


Controversies 


HIS is intended to be a simple state- 

ment of the conflicts between the inter- 
pretation of Section 722 set up by the Reg- 
ulations and that raised by tax men outside 
of the Bureau. The latter is a summary of 
reports to me, lectures or articles by dis- 
tinguished tax counsel, or our own findings 
in labor with the problem. Some of the 
debate concerns the meaning given parts 
of the law by officials of the Treasury. In 
that, naturally, there is an assumption by 
the author that the views of the Bureau 
students are correctly reported. The points 
set out have not been verified with them, 
but have been adopted from reports of 
conversations, held with what some have 


1A paper delivered at a recent meeting of the 
‘Working Conference on Section 722 in the offices 
of Tur ConFrERENCE Boarp. The author, of 
J. K. Lasser & Company, is Chairman of the Fed- 
eral Tax Committee of the New Jersey State 
Society of Certified Public Accountants, Chair- 
man of the Institute of Federal Taxation of New 
York University, member of the Federal Taxa- 
tion Committee of the New York State Society 
of Certified Public Accountants, and member of 
the Subcommittee on Current Legislation of the 
American Institute of Accountants. The Work- 
ing Conference is a group of tax practitioners, 
economists, and accountants organized to study 
practices and principles in applying for excess- 
profits tax relief, 
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tion from war to peace is clearly outlined 
in this special bulletin. 

Major issues involved in planning post- 
war employment for both women and 
men—demobilization, size of the labor 
force, gross national product, consumer 
buying power—are enumerated, as well as 
particular factors that affect the oppor- 
tunities of women in the labor market. 

The extent to which the war has utilized 
the various skills of women, and women’s 
efficiency on the job—attested to by em- 
ployer after employer—are favorable as- 
pects. Many plants have adapted their 
facilities and even their machinery for the 
employment of women workers. On the 
negative side, however, is the time-worn 
assumption on the part of both govern- 
ment and industry that women are a re- 
serve labor supply to be tapped only in 
time of crisis. On the basis of seniority 
rights, too, it is pointed out that women 
will find themselves at a disadvantage 
when the war ends. C. R. F. 
Symposium on Taxation and the Social 


Structure. Philadelphia: The American 
Philosophical Society. $1.00. 


If it were possible to formulate an idea 
common to the authors of this series of 


August, 1944 


somewhat diverse papers, it might be 
achieved by two brief quotations. 

The first is from Simon Kuznets: “ 
even rough guesses suggest that owing to 
larger interest payments on debt, larger 
peacetime military expenditures, larger 
payments to veterans, and a wider social 
security system, the federal budget in the 
first postwar decade is likely to be from 
two and a half to three times as large as 
the prewar budget of $8 billion, with a 
rough level of $25 billion per year. We 
may also expect some increase in the state 
and local budget from the $9 billion level, 
prevailing during the prewar years, to $10 
to $11 billion.” 

The second excerpt is from Robert War- 
ren: “Given our prospective aggregate of 
postwar taxation, it is not too much to 
say that it will be one of the decisive fac- 
tors in determining the shape of American 
society a generation hence. But unless we 
recognize this fact candidly, if we proceed 
on the theory that taxation is solely a 
matter of revenue, or of ‘the most feath- 
ers with the least squawk,’ we will still 
find that social consequences, designed or 
undesigned, will be waiting for us at the 
end of no long road.” F. W. J. 


under Section 722 Regulations 


By J. K. LASSER, C. P. A. 


believed to be ranking officials. No part of 
the informal material represents any state- 
ments made to me. 

I submit all of this study as part of a sci- 
entific probe into the difficulties that lie 
ahead of the Bureau and ourselves before 
we can have a firm determination of the 
quantity of relief permitted by the law. 
But I do it with this reservation—while I 
subscribe to a good deal of the dissension 
from Bureau statements, I assume no re- 
sponsibility for the correctness of the posi- 
tion taken in a great many other points. 
There I can earnestly argue that I either 
do not know the answer, or that I think the 
position taken is unwarranted. 

With that limitation, I have sought to 
put down all of the conflicting views that I 
can find. I have not attempted to be a 
judge of what is right or wrong. 

Obviously the list is most incomplete. 
History over the next ten or more years of 
litigation will furnish the full agenda. Or 
possibly it can be extended by additional 
contributions from all of us who watch the 
passing scene. 

I think it tremendously important to get 
the record of this conflict at an early date 
for these reasons: 


1. We recognize that no one today can really 
foresee the results that courts will secure in 
their review of controversies. 


2. We appreciate that a record of this charac- 
ter will stimulate the addition of contro- 
versies that are arising between the regula- 
tions, the skilled Treasury experts adminis- 
tering the section, and the thinking tax men 
attempting to present claims under it. 


oo 


. The compiling of a complete record of the 
controversies is essential so that complete 
claims can be made by all of us. Our prob- 
lem actually is to create a forum through 
which a continuing list of the controversies 
can be recorded. Thus petitioners would 
know the problems raised by others. From 
that they could consider the adaptation of 
similar claims to their facts. Through it, 
their own claims would be perfected, and 
they would be protected against the statute 
of limitations. 


The experience of tax men generally is 
that the relief sections can be equitably ad- 
ministered between comparable companies 
only if all segments have the opportunity to 
make comparable claims. If company A is 
fortunate enough to know all the possible 
claims, and company B only part of them, 
then B will be poorly handled if it permits 
the statute of limitations to expire before 
it perfects its claim. 
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The controversies involve: 


1. The General Rules in the Regulations 
2. Interruption or Diminution of Normal Pro- 
duction or Operation—Section 722 (6) (1) 
3. Base Period Depression Because of Tem- 
porary Economie Circumstances—Section 
722 (b) (2) : 
4. Depression Because of Variant Business 
Cycles—Section 722 (b) (3) (A) 
- Base Period Depression Because of Sporadic- 
ity—Section 722 (b) (3) (B) 


6. Commencement or Change of Character 
—Section 722 (b) (4) 


Other parts of the law and regulations 
have not had sufficient comment yet to 
warrant reporting the ramblings of stu- 
dents. Perhaps we can get to them at a 
later date. 

I trust that I may be forgiven for repeat- 
ing an insistence that this exhibition of 
gymnastics is by no means a well-reasoned 
commentary on the Regulations. I still feel 
that we need the aid of the Tax Court to tell 
us what part of the arguments are exagger- 
ation of Congressional intent. On the other 
hand, the ventilation and study of both the 
serious and the garbled can be the only 
means of making sure we have intelligently 
reviewed the whole problem. 


or 


The General Rules in the 
Regulations 
The Regulations require that taxpayer 
establish that actual profits, for other than 
reconstructed years, are not abnormally 
large, whether because of abnormally large 
gross income or as a result of abnormally 
low deductions, provided they are unusual 
and peculiar to the taxpayer. 
Controversy: Some say this rule isex- 
tremely unfair in certain types of cases. If 
T had a fire in 1936 why should he give up 
the profit advantage from a secret process 
developed in 1939 that abnormally cut his 
costs in 1939? The abnormality to be flat- 
tened out should be related to the physical 
or economic interruption or depression of 
the years reconstructed—otherwise the tax- 
payer is penalized for claiming relief. 


Can the 75% rule of Section 713(e) and 
the growth formula of Section 713(f) be 
applied together ? Also, is it essential that 
the Treasury give full effect to the elimina- 
tion of abnormal deductions provided for in 
Section 711? As to all of these, the Regula- 
tions indicate that they may be applied in 
a “proper case.” 

Controversy: Some say that all of 
these are parts of the statutory formula 
and the taxpayer is entitled to them under 
any conditions. 


Industry is defined as a group of enter- 
prises engaged in producing.or marketing 
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the same or similar products or services 
under analogous conditions. 


Controversy: Some say the definition 
is too narrow; it should include satellite in- 
dustries, with a “different” product or 
service, which are tied to the main indus- 
try. Example: a glue factory, tied to fur- 
niture industry. The Regulations require 
that “factors such as geographical location 

. must be considered.” Some ask why 
“must” ? Or should these factors only be 
considered where they have cogent rele- 
vancy. Some suggest that similar-sized cor- 
porations be considered rather than group 
averages of all sizes. This might change, 
often for the better, the concept of “in- 
dustry,’ because the size often influences 
the competitive place within the industry. 


The Regulations (Section 29.26-4) pro- 
vide that an adjustment under Section 722 
requires that the income and surtax be re- 
computed by giving a credit for adjusted 
excess-profits-tax net income computed by 
using the Section 722 credit. 


Controversy: That is not provided in 
the law, urge some. They hold the income 
tax to be the same before and after the ap- 
proval of a Section 722 claim. The argu- 
ment runs this way: Section 26(2) provides 
for a credit against normal-tax net income 
of the income subject to the excess-profits 
tax; that is the Section 710(b) adjusted 
excess-profits-tax net income, before the 
section 722 adjustment; that is true in 
every case except those instances specifi- 
cally mentioned in Section 26(e). If Con- 
gress had intended otherwise, it would have 
listed Section 722 adjustments along with 
the others it mentioned in Section 26(e); 
viz., adjustments under Sections 721, 726, 
731, 736(b). 


The Regulations provide that the con- 
structive base-period income of companies 
using the instalment sales provisions should 
be computed under the methods followed 
in computing income tax (instalment sales 
method) for base period years. 

Controversy: The instalment-sales 
companies under Section 736(a) may use 
the accrual basis for excess-profits tax pur- 
poses. Some argue that the Bureau should 
permit the same basis to be used in recon- 
structing the credit for Section 722. Other- 
wise the taxable income and the credit will 
not be on a comparable base. 


The Regulations now permit an acquiring 
corporation the benefits of Section 722, if the 
right to the relief is established by treat- 
ment of the component corporation as a 
part of its business. However, the Regula- 
tions go on to deny relief to an acquiring 
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corporation, that was entitled thereto be- 
fore the merger, where the merging of the 
component’s business with that of the ac- 
quiring corporation renders the tax, with- 
out 722, fair and nondiscriminatory. 


Controversy: Some say the limitation 
has exceeded the intent of the statute, for it 
is arbitrary and inflexible. There should be 
automatic elimination of a component’s ex- 
perience only where possible duplication 
exists. The door should not be closed al- 
together. Mzramples— 


1. The acquiring corporation is a depart- 
ment store that had a fire during the base 
period. The component, which is merged 
with the acquiring corporation, is the only 
competing department store in the same 
city. It had benefited, during the base 
period, when its competitor had the fire. 
Now, when they merge, the acquiring cor- 
poration’s 722 relief as computed before 
the merger should not be granted to the 
extent that there would be duplication of 
profits in the base period. 


2. The acquiring corporation is a shoe 
manufacturer. It acquires the component, 
a leather manufacturer, and merges with it. 
The acquiring corporation had a fire during 
the base years. The acquiring corporation 
had a valid 722 claim before the merger. 
Why should it be denied after the merger 
just because the leather manufacturer had a 
good base period? As a matter of fact, the 
leather manufacturer would have had a still 
better base period if one of its customers— 
the acquiring corporation—had not had a 
fire during the base period. Certainly, there 
is no duplication of profits in such a case. 


722 (b) (1) 
Interruption or Diminution of 
Normal Production or Operation 


The last paragraph of (a) reads “in the 
year 1938 the demand for this product man- 
ufactured by the industry of which tax- 
payer is a member was 20% below the de- 
mand for such product for the average of 
other years in the base period. The tax- 
payers normal production and normal 
earnings for 1938 should be reconstructed 
upon the basis of the actual demand in that 
year, rather than upon the basis of the 
demand for the remaining years in the 
base period.” 


Controversy: Some state that this is 
fallacious. The demand schedule of indi- 
vidual producers is not necessarily parallel 
to that of the entire industry. Within the 
group, some producers (high-cost produ- 
cers) are losing ground while some (low- 
cost producers) are moving up. The low- 
cost producers may show increased sales 
even though total demand, for the industry 
as a whole, was 20% lower. Reference must 
be had to the experience of the taxpayer, 
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including the remaining years of the base 
period, as well as to the industry to make a 
proper reconstruction. 


Section 722(b) (1) relief is granted, by 
the Regulations, in cases where such event 
is unusual and peculiar in the experience of 
the taxpayer. It will be observed that 
“unusual” and peculiar events contem- 
plated by Section 722(b) (1) consist pri- 
marily of physical rather than economic 
events or circumstances. 

Controversy: “But such events,” says 
the Regulations, “would not include eco- 
nomic maladjustments such as high prices 
of material, labor, capital, or any other 
agent of production . . . ” This seemingly 
innocent limitation is said to deprive the 
taxpayer of some of the relief to which it is 
justly entitled. For example: Suppose the 
explosion that destroyed the physical equip- 
ment made it necessary to use inferior 
equipment that for a time raised costs of 
both material and labor. Would such in- 
creased costs be considered as proper com- 
ponents for a relief claim or would they be 
considered as “economic maladjustments.”’ 
If interruptions of production caused by a 
strike is a proper subject for relief why 
shouldn’t extra wages given, etc., to pre- 
vent or end a strike, be similarly a proper 
subject for relief ? 

Some suggest that in addition to the loss 
of production during the shut-down period, 
there should be considered increased labor 
cost immediately prior to and after the 
strike, due to unrest, slow-down, organizing 
activities, and loss of time, owing to work- 
ers buzzing around and talking. 


The Regulations provide that the inter- 
ruption or diminution must be “a direct 
result of events unusual or peculiar.” 


Controversy: Some argue that this 
goes far beyond the intent of the law. They 
insist that indirect influence upon produc- 
tion output or operation, if proved, is an 
adequate basis for a claim. A strike would 
be a direct cause of diminished production. 
But indirect results may be loss of custom- 
ers two years after the event itself. The use 
of the word ‘“‘direct,” it is feared, will cause 
conflicts with revenue agents. 


722 (b) (2) 
Base Period Depression Because of 
Temporary Economic 
Circumstances 


The Regulations deny relief to a “chron- 
ically” depressed business. 


Controversy: Some claim the bar to 
the chronically depressed is beyond the in- 
tent of the law. Suppose, they point out, 
in the example given in Regulations, the 
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traction company hangs on because reliable 
trends show that after the lapse of ten years 
a saturation point will be reached prevent- 
ing more automobiles from using the avail- 
able bridges and tunnels in the community. 
Suppose, further that population is rapidly 
increasing. The “chronically-ill” business 
will spring to life again because the demand 
for transportation services by the traction 
company will increase more rapidly than 
automobiles. The “chronically-ill” period 
may be but a new “waiting period” for a 
new cycle of growth. The history of indus- 
try—especially mining, utilities, and trans- 
portation—is replete with revivals of re- 
suscitated businesses that seemed “‘chroni- 
cally ill.” 


722 (b) (3) (A) 
Depression Because of Variant 
Business Cycles 


The Regulations require material differ- 
ence in length and amplitude from general 
business cycle—35.722-3(c). 


Controversy: Here, some ask, isn’t a 
difference in length or amplitude enough ? 
There need not be a difference in length and 
amplitude. Later parts of Regulations ap- 
parently differ in later sentences from 
above. “It is not necessary that the length 
of the taxpayer’s profit cycle be longer or 
shorter than four years . . .” This seems 
to destroy the need for variant “length.” 
Regulations also say, “nor is it necessary 
that the crests and troughs of such profits 
cycles vary from the level of high and low 
profits of the general business cycle.” This 
seems to deny the requirement for a vari- 
ant ‘“‘amplitude.”’ Why require, then, a 
material difference in length and ampli- 
tude? Why the puzzling contradictory 
statements in the Regulations ? 


Regulations also require that variant 
business cycle must have prevailed through- 
out the past history of the industry and not 
be peculiar to the base period alone. 


Controversy: Some say this is an un- 
reasonable requirement in some cases. In 
some industries a business of a noncyclical 
nature is suddently transformed into a 
“cycle” business. Example: A power plant 
serving a stable rural population in North 
Carolina suddenly finds itself serving a 
highly industrialized clientele that had been 
transplanted to North Carolina in the 
middle 1920’s. Its cyclical character begins 
then—though it had not prevailed through- 
out its history. 


The Regulations indicate a method of 
computing a constructive average base- 
period net income by “reference to one or 
more prior periods in the experience of the 
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taxpayer” or its industry representing 
normal profits. 

Controversy: Some say the use of 
prior periods is not a fair criterion for nor- 
mality. The very nature of cyclical indus- 
tries—rhythmic fluctuations with similar 
patterns—defies a selection of a normal 
period. The pattern cannot be graphed. 
How about changing efficiency of capital ? 
How about industries where capital is rela- 
tively inconsequential factor in producing 
profits ? How about different economic en- 
vironment in each period? How can an 
average of earnings of a time that will never 
be seen again in a similar economic setting 
be designated as “normal”’ ? 


Departing from the Regulations, and 
directing attention to what is understood 
will be Bureau practice in handling Section 
722(b) (3) (A) cases, we get the points of 
difficulty listed on the following page. 


722 (b) (3) (B) 
Base Period Depression Because 
of Sporadicity 


Note that the Regulations distinguish 
“sporadicity” from “cycles” by the fact 
that no segregation of a cyclical pattern 
can be made. 


Controversy: Some say the differenti- 
ation is not as clear-cut in reality as the 
Regulations imply. In real life, both types 
tend to merge. Rarely is there a cyclical 
pattern that repeats itself without many 
irregularities. These irregularities tend to 
become more dominant than the regulari- 
ties so that after a while you cannot discern 
whether a cyclical pattern is presen t or not. 
Besides, the pattern of a business cycle 
shapes up differently depending upon what 
statistical approach is used. 


A sentence in the Regulations reads, “it 
(the taxpayer) must also establish that such 
conditions (causing sporadicity) were not 
peculiar to it alone in the base period but 
were also present in the case of such in- 
dustry.” 


Controversy: Some say this require- 
ment is harsh. The conditions may be lo- 
calized. Can’t disease destroy the chickens 
of a single farmer and not affect the indus- 
try ? Can’t drought strike one small area ? 
Perhaps relief for “temporary economic 
depression’”’ will do the trick but will the 
Commissioner allow both the correction for 
sporadicity and temporary economic de- 
pression ? 


The Regulations provide that the condi- 
tions producing the sporadic profits be 
shown to have prevailed generally through- 
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(See 722 (b) (3) (A), preceding page) 
“ Proposed” Treasury Practice 


ie The ‘Treasury considers the “profits cycle” and the 
business cycle” as identical. However it limits compari- 
sons of the claimant’s cycle and the general business 
cycle to comparisons of a return on net worth. 


2. Treasury will construct ratios of income to capital from 
present back through the 1920’s. With this they will 
determine normal. 


8. Treasury considers burden is on the taxpayer to supply 
cyclical data for each industry. 


4, The Treasury has not given a general rule as to whether 
or not the data of the customers’ industry can be used in 
cases where the claimant has no available data for his own 
industry. Treasury implies answer will be “yes” or 
“no” depending on particular cases. 


5. Treasury apparently believes that plotting on a chart 
of a ratio of return will demonstrate any variant cycle. 


6. Treasury now apparently requires data for two or more 
cycles in each case. They doubt that a good cycle case 
can be made for a new corporation in an old industry. 
They believe that the new business, in joining a cyclically 
depressed industry, had discounted this condition. 


7. Treasury considers “normal” earnings to be average 
earnings over a period of years long enough to include 
two or three cycles. 


8. Treasury discourages the mode of reconstruction begin- 
ning with sales and then reconstructing operating costs 
and expenses to arrive at constructive net income. They 
claim statistical method of reconstructing average annual 
normal income is simpler and more desirable. 


9. Treasury apparently will confine its comparison to a pe- 
riod beginning with the 20’s and including the base 
period. 


BUSINESS RECORD 


203 


Points Raised by Various Commentators 


Why not make the data available so that Treasury approved ratios can be 
used in the claims? Since relief claims will be deferred for years, it will give 
scant satistaction to learn several years too late that statistics do not con- 
firm the constructions made. 


But data is peculiarly within possession of Treasury. If taxpayers seek to 
get it now—a task not always possible—Treasury will naturally treat it as 
a sort of self-serving declaration. Treasury is silent on what “capital” is to 
be used. Equity capital? Any borrowed capital? What income or profits? 
Shall it be from operations only? Or include other income? Isn’t capital a 
poor yardstick in many cases (particularly companies that made severe 
write-offs in the early 30’s)? How about brains, management, risk-taking? 
How about corporations where personal service rather than capital produce 
income—for example, many an engineering firm? They may be cyclical, too. 


The lack of a general rule, coupled with delay in arriving at a decision, 
handicaps the claimant and forces him to gather statistics that are costly 
to obtain and may be “‘love’s labour lost.”’ 


Other data, such as physical income, dollar volume of sales, etc., seem very 
important but Treasury economists indicate they will be considered only 
when profit-capital ratios are unavailable. 


Shall the cyclical character of the business be denied because the ratio of 
profits to capital is maintained? It is the profits that would have been earned 
in a normal cycle that should be reconstructed. Besides, shall all the write- 
offs and write-downs during the depression period be restored? After all 
it is the ‘‘physical’”’ capital rather than historical book-capital that is the 
criterion for measuring profits. 


Many industries get going in depressed years, when costs are low, to gain 
momentum for future years. Why should a corporation, embarking under 
such conditions, be denied relief just because its industry’s cycle was de- 
pressed during base years. 

Also, why should relief be denied because two or more cycles haven’t been 
experienced by the industry? 


Treasury disregards secular trend which may be extremely important in 
new industries where ‘“‘acceptance”’ takes time. 

Some cycles are very long, and an average of historical earnings in a rather 
ancient economic environment can hardly be considered ‘“‘normal.”’ 


Reconstructions beginning with sales volume are more realistic and valid. 
Business men learned more about cycles as years rolled on, budgeted for it, 
and learned to quickly adapt costs and programs to cyclical changes in volume. 
The relationships between costs and sales in later cycles are close, and sales 
and costs tend to move together. In earlier periods, before knowledge and 
industrial information made possible speed in adaptation, sales would go 
up considerably before costs would catch up; and vice versa. 

The statistical approach, though simpler, is less reliable. 

Where it is necessary to construct income for a different business because 
of a change in character, data for statistical computation of competitive 
earnings is usually jealously guarded. It is available to the Treasury but 
not the taxpayer whereas statistics on volume of production and market 
may be published permitting computation of reconstructed sales volume 
and even more important the accounting method and construction takes 
into account changes in costs through achieving a step-up in size of the busi- 
ness with all the advantages ot leverage arising from improved economy in 
spreading fixed costs over larger production. In most cases, this is an import- 
ant, and maybe the controlling, factor in the decision to take new risks. 


It is urged that many industries will require comparatives that might in- 
clude the first World War years (for example, this is said to be necessary in 
machine tool builders). Some, it is said, should use a fifty-year cycle (ior 
example, this is said to be applicable to the building industry). Some, it is 
argued, ought to omit completely the period from 1930 to 1939 as an ab- 
normal depression rather than as a mere dip in the cycle. 


out the industry and to have “produced 
business depression with respect to the 
industry generally during the base period.” 


Controversy: It is argued that the 
quoted portion above is not called for by 
the law. On the contrary, the law only re- 
quires that there be a showing that the busi- 
ness was depressed during the base period 


(i. e., had something less thaa the moder- 
ate prosperity secured by all business dur- 
ing the base period—“moderate prosperity” 
being Mr. Paul’s definition of the years 
1936-1939); that to require showing of a 
“depression”’ is not required; that it is suffi- 
cient to show that there was a very mild 
distortion from conditions generally exist- 
ing in all business. 


Section 722 (b) (4) 
Commencement or Change of 
Character 


First sentence of Regulations relates to 
situation where base-period net income does 
not reflect normal operations. Second sen- 
tence refers to growing corporations which 
did not reach the earning level they would 
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have reached had change of character oc- 
curred two years earlier. 


Controversy: One writer says “these 
sentences do not by any means deal with 
the same problem. They might properly 
have been made separate subdivisions of 
722(b). Treasury apparently applied two- 
year push-back limitations to both types, 
saying the sentences referred to must be 
read together. The law grants relief for 
growing corporations in two types of cases: 


1, Where “the base period net income does not 
reflect normal operation for the entire base 
period of the business.” 

2. Where the earning level at the end of the 
base period was still moving upward because 
the business was still in process of growth. 


The Regulations are so drawn that the 
two-year push-back rule—intended by law 
to be applied only to (2) above—may be 
invoked in cases following under (1) above. 
That is said to deprive many corporations 
of relief. A taxpayer whose ‘‘operations” 
are in process of growth is not limited, in 
the law, by the two-year push-back rule. 
It is urged that reconstruction can be made 
upon the full period of growth even though 
it exceeds two years. There is a distinct 
school of thinking which argues that nor- 
mal, under any conditions, is to be deter- 
mined by the full earnings level, no matter 
when it was attained. If the change oc- 
curred in 1930 and full bloom came in 1944 
(assuming the company can qualify) then 
normal is to be based upon the growth se- 
cured by 1944. That would permit present- 
day statistics of operating capacity and 
present-day sales potentials to be fully in- 
stalled into the base period. 


Illustration in the Regulations of a manu- 
facturer of general textiles that converted 
to manufacture of automobile upholstery 
recites that “such fact (a profitable connec- 
tion with a large automobile manufacturer) 
is not a normal and inevitable result of such 
change.” 


Controversy: Some ask: Why “in- 
evitable” ? This is an unnecessary require- 
ment. A change of character is usually 
made on the basis of the present evaluation 
of things to come. They are not “inevit- 
able.” If a steel manufacturer converted 
his plant to the manufacture of prefabri- 
cated housing and subsequently received a 
large order from Sears-Roebuck why should 
this type of profits be eliminated from the 
base period? ‘The risk of the change of 
character had been undertaken, had it not, 
with such probabilities in mind! It is 
enough that the profits are proximate; they 
need not be inevitable. 


The Regulations give the following rule: 
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“In determining whether the business of 
the taxpayer was growing or expanding by 
the end of the base period, consideration 
may be given to the taxpayer’s experience 
and the experience for a comparable period 
of other members of an industry of which 
the taxpayer is a member, to the experience 
and rate of growth of such members after 
the commencement or change in character 
of their business, and to future prospects of 
the business of the taxpayer under normal 
conditions reasonably ascertainable at the 
end of the base period.” 


Controversy: While the Regulations 
use the word “‘may,” the criteria given are 
said to be incomplete and unsatisfactory 
and may tend to restrict other methods of 
proof and measurements for these reasons: 


1. For many new businesses the actual experi- 
ence during the fragment of the base period 
—a period of trial and error, of “bugs” and 
floundering—is inconclusive and shows no 
definite trend or growth. This is especially 
true of new businesses. 


wo 


. The Regulations and example given suggests 
the use of extrapolation of a rate of growth. 
This implies a steady or regular growth that 
is seldom encountered in real life. In reality, 
there is marked irregularity in early years 
until “bugs” are ironed out and the business 
takes an accepted place within the industry. 


3. A comparison of the taxpayer’s experience 
with that of his industry for a comparable 
period—as suggested by the Regulations— 
is impossible because every period is im- 
bedded in a wholly different economic en- 
vironment. There is no “comparable” 
period. The law recognizes this by the selec- 
tion of a definite base period, and insisting 
upon it. 


( 


. The experience and rate of growth of other 
members of an industry at their commence- 
ment or change of character—as a yard- 
stick—assumes a regularity of pattern that 
seldom exists in real life. History does not 
repeat itself in the birth, growth and devel- 
opment of each new competitor. The rate 
of growth depends on the times, the wisdom 
and aggressiveness of the management, the 
capital and many other factors. The very 
existence of competitors in an industry is 
almost a sure sign that the “growth” rate 
of a new business bucking existing compe- 
tition will be different than it had been for 
others now in the field. 


5. The Regulations forbid looking at events 
occuring or existing after December 31, 
1939, to determine whether taxpayer was 
growing or the extent thereof. Some urge 
there is no justification in the law for this 
double-barrelled arbitrary rule. Events that 
“oecurred after December 31, 1939” in the 
external economy should be ignored, of 
course. But many events occurred only be- 
cause time was unfolding a preconceived 
plan that gradually was being carried out. 
This theory is actually applied in “commit- 
ment” cases—why limit them there? Also 
the taboo forbidding looking at conditions 
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existing after December 31, 1939, is irra- 
tional. Many conditions existing after 
December 31, 1939, are merely continua- 
tions of what went on before. The proscrip- 
tion in the Regulations should be limited to 
“new” conditions—or else the taxpayer is 
hamstrung. 


The Regulations recite: 


“Tf the business of the taxpayer has 
reached by the end of the base period the 
earning level it would have reached had it 
been commenced or changed in character 
two years prior to such event, normal earn- 
ings for the entire base period shall be re- 
constructed upon the basis of the level of 
normal operations actually attained during 
the base period and upon the basis of the 
character, nature, and size of the business 
actually developed during the base period.” 


Controversy: Earnings constantly 
vary; they have neither the attribute of 
“normality” nor have they a “level.” 
Neither is “normal operation” anything 
more than a fuzzy concept enshrouded in a 
cloak of ambiguity. The Regulations tacitly 
assume that a level of operations and earn- 
ings are always closely correlated. A level 
of operations is not necessarily related to 
earnings. You can’t determine a level of 
operations first and then tell what profits 
flow from it. The earnings and the opera- 
tions are often independent variables. This 
is especially true in industries that exploit 
a patent or other monopoly. 

The level of operations prevailing at any 
moment of time is that prescribed by the 
management on the basis of considerations 
existing at that particular moment of time. 
Why should any momentary level be the 
yardstick for reconstruction of earnings for 
an entire base period ? Besides, what oracle 
would one consult to find out which “level’’ 
of operations was the normal one ? 


The Regulations require that in applying 
the two-year push-back rule, “demand, 
sales and selling prices may be established 
upon the basis of certain assumptions. . . 
not inconsistent with the experience of 
similar taxpayers which have reached a 
level of normal earnings.” 


Controversy: The requirement of 
“consistency” with experience of similar 
taxpayers is said to be an insuperable bar- 
rier to some claimants. Often the experience 
is kept secret. Also, what is a “similar” 
taxpayer? Normally, entry into a com- 
petitive field is predicated on some “dis- 
similarity” that will enable the new firm to 
capture some of the prevailing business. In 
new businesses where patents or new pro- 
cesses are employed, the differentiation 
itself is the cause of the dissimilarity. As 
long as an apparent inconsistency can be 
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explained, that should be requirement 
enough. 


Regulations say: “A change in the char- 
acter of the business for the purposes of 
Section 722(b) (4) must be substantial in 
that the nature of the operations of the 
business affected by the change are re- 
garded as being essentially different after 
the change. . .” Also: “A change. . . to 
be considered substantial must be reflected 
in an increased level of earnings which is 
directly attributable to such change.” 


Controversy: Defining “substantial” 
change as one that produces “essentially 
different” operations and that their nature 
be changed, is said to be impossible for the 
reconstruction of magnitudes that require 
reasonable precision. These terms vary in 
meaning with different individuals; they are 
subjective; yet for the measurement of 
magnitudes an objective standard is re- 
quired. 


The Regulations require that an in- 
creased level of earnings be shown as evi- 
dence of the change. 


Controversy: But the change in earn- 
ings is often said not to be simultaneous 
with the change in character; it follows and 
lags after the change. How can this require- 
ment be met when the Treasury arbitrarily 
refuses to look at earnings after December 
31, 1939? In many cases it is after De- 
cember 31, 1939, that earnings reflect a 
change consummated before December 31, 
1939. 


The Regulations point out that a “differ- 
ence in the capacity for the production or 
operation exists not only where new facilities 
have been acquired or old facilities enlarged, 
but also where latent productive or opera- 
tive equipment is utilized and where newly 
developed techniques adopted with respect 
to existing facilities expand the productive 
or operating capacity of such facilities.” 

Controversy: Here the Treasury 
merely defines “capacity” in terms of 
“capacity” and so is said to leave the tax- 
payer in a quandary. The Regulations are 
then said to greatly narrow the area for 
relief by unduly stressing physical “‘facili- 
ties,” “productive or operative equipment,” 
and “productive or operating capacity.” 
We also get the following point of view: 
A change in “‘the capacity for production or 
operation” means much more than merely 
increased output. The word “operation” in 
the phrase certainly means more than 
“production”’ or it would be redundant to 
use it. It is wide enough to include within 
the scope of its earning every phase of the 
business, managerial, financial, selling, etc. 
Suppose “newly developed techniques” 
were adopted with respect to managing 
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“existing manpower” instead of “existing 
facilities.” Is not this a change in capacity 
for producing earnings? In the words of 
one authoritative tax writer: “Where such 
a change does result in a substantial in- 
crease in the corporation’s earnings, wheth- 
er by reason of a more aggressive manage- 
ment or sales force, an increase in its ex- 
penditures for advertising or a change in its 
major advertising medium, an increase in 
the efficiency of its manufacturing opera- 
tions resulting in decreased costs, a radical 
improvement in the quality of its existing 
products, or because of any other factor 
traceable to such change, the taxpayer is en- 
titled to have the effect if such change ex- 
tended to its operations in the entire base 
period.” 

Proponents here hark back to Regula- 
tions 30.722-3(a) for authority. “Activities 
comprised within the meaning of produc- 
tion, output or operation include the ren- 
dering of services in cases in which corpora- 
tions render services rather than manufac- 
ture or market tangible products, as for ex- 
ample, advertising agencies, brokerage con- 
cerns, purchasing agencies, etc.”’ Hence 
there should be no question that change of 
operations should not be reduced to a mere 
change in the dimension of physical facili- 
ties or their capacity. 

Proponents observe that “‘if we widen the 
meaning of the term ‘capacity’ to mean 
more than physical capacity, the deadline 
date of December 31, 1939, becomes ridicu- 
lous. For if imcreased capacity for earnings 
is the thing we are observing then we must 
look at the earnings for a period and not a 
‘point’ of time. A point of time is an im- 
aginary magnitude. We should be permitted 
to look at the earnings derived from the 
change of character and not look at one 
specified date.” 


It is said that revenue agents applying 
this subsection deny a possibility of recon- 
construction where the change in character 
occurred so late in the base-period years as 
to make it impossible to determine a rate of 
growth from which a normal level of earn- 
ings can be secured under the two-year 
tule. 

Controversy: Some argue that the 
mere inability to construct a rate of growth 
following a change should not bar relief. If 
figures are not available in 1939 to indicate 
the rate of growth, then those in 1940 and 
1941 or later years should be used. Obvious- 
ly, then, there should be removed from 
these figures the effect of the war economy. 
The result would be a level of operations 
reflecting the growth due to the change. 
From this figure, there then would be re- 
constructed figures for the preceding year 
based upon conditions of economy in those 


years. 
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In G.C.M. 24013 the taxpayer had in- 
creased capacity for production during base 
period due to the receipt of war orders from 
foreign governments. G.C.M. denies right 
of taxpayer to include these earnings as 
“normal” for a base period reconstruction 
under Section 722(b) (4). 


Controversy: One student of taxation 
distinguishes between normal profits and 
normal operations. He says normal profits 
are allowable to the taxpayer whether the 
operations are on the basis of abnormal war- 
time conditions or not. Another urges that 
“if expanded capacity would have been 
capable of normal earnings, taxpayer would 
be entitled to reconstruct accordingly.” 
This reduces the question always to one 
of fact. 


Others urge that the G.C.M. is unsound 
because the Treasury, under the law, is not 
permitted to require a qualitative analysis 
of the operations or the reasons for change 
in character. Just as in the period after 
December 31, 1939, every taxpayer’s opera- 
tion is presumed to be tinged with the infla- 
tion of the war economy, so for all periods 
prior to December 31, 1939, every taxpay- 
er’s operations are presumed to be in a nor- 
mal economic environment. When the 
years 1936-1939 were selected as base years, 
that decision was based on composite sta- 
tistics, which showed the period to be a sat- 
isfactory one. But all-over operations for 
that period included the results of foreign 
war orders. If these orders and indirect 
effects therefrom were left out, it is wholly 
possible that a different base period would 
have been selected by Congress. 


Moreover, they say in the case of anypar- 
ticular taxpayer, injustice and discrimina- 
tion may result from the G.C.M. Suppose a 
taxpayer’s suppliers and the suppliers of 
these suppliers had changed their capacity 
—would the answer be the same ? The fact 
is that the over-all effect from foreign war 
orders was felt everywhere during the base 
period and changes in capacity everywhere 
took place accordingly. All along the indus- 
trial front business capacity was affected; 
some effects were so remote from the direct 
recipient of foreign war orders that no trace 
of suspicion could be aroused that they were 
indirectly caused by foreign wars. 

Commentators observe that all the econ- 
omy is a seamless web, so interrelated that 
prosperity in one place influences all other 
places. If a taxpayer got foreign war orders 
his competitors could prosper the more 
from domestic demand for there would be 
one supplier less filling this demand. Sup- 
pose, they, too, changed their capacity. 
Should they be treated differently from 
this taxpayer ? 

As a result comes the plea that the 
Treasury is inconsistent. It recognizes the 
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fact that after 1939 every bit of the econ- 
omy is tinged with the effects of war spend- 
ing. It would never permit a supplier of 
food—say a restaurant—to assert the extra 
income in 1943 does not result from war; 
why use reverse English on taxpayers and 
discriminate among them as to the income 
prior to December 31, 1939? 


Comments of Members of Conference 
Concerning Experience with 
Revenue Agents 


“I have a case where the revenue 
agent said he would disallow the whole 
claim, not because the taxpayer received 
war orders in the base period from for- 
eign governments but because his busi- 
ness in the base period profited general- 
ly from the pickup in business then due 
to war orders. My client made a device 
which was used for a great many pur- 
poses, among others for the making of 
parts of an entirely different article 
which had both war and peace purposes. 
His device was bought by the manufac- 
turers of these other articles who, in 
turn, used it to fill orders from foreign 
governments of articles which could be 
used for both war and peace purposes. 
There were many other purposes for 
which this device was useful and was 
used. The Revenue Agent said he would 
disallow the whole claim and referred 
to G.C.M. 24013.” 


Since the above remarks were made, the 
revenue agent’s report has been received. 
The following is a restatement of the re- 
port. 


“It is necessary to analyze the busi- 
ness done in the base period in order to 
determine whether any abnormal con- 
ditions are reflected in that business. 
It is found that a large part of the for- 
eign orders in 1937 and 1939 are from 
foreign nations either engaged in war or 
in preparation for war. 

“In determining normal earnings, ab- 
normal events must be eliminated. War 
is an abnormal event and as the excess- 
profits tax was designed to recapture for 
the government profits arising from ab- 
normal wartime conditions, we cannot 
‘consider as normal events stemming di- 
rectly from the war.’ The big increase 
in the taxpayer’s foreign orders in the 
base-period years was the direct result 
of preparations for war by foreign coun- 
tries; the large increase of domestic or- 
ders for 1939 was the result of prepara- 
tions by other domestic corporations to 
handle foreign orders ‘or resulting from 
preparations for war.’ While the tax- 
payer’s base-period earnings were ab- 
normal, they are not subnormal but 
above normal due to war preparations. 
Above-normal actual base period earn- 
ings cannot be decreased. 

“While the capacity was increased in 
the base period, the actual base period 


THE CONFERENCE BOARD 


net income is not an inadequate stand- 
ard of normal earnings because a large 
amount of that income was a direct re- 
sult of war preparations. If this busi- 
ness is eliminated, normal earnings 
would be less than actual. It cannot 
be shown that normal demand was in 
excess of actual volume.” 


“A claim was prepared for the tax- 
payer, predicated upon an increase in 
capacity for production during the base 
period. During the latter part of 1939 
this taxpayer contracted to perform cer- 
tain services for a concern, such sery- 
ices having been previously performed 
by another corporation. To perform 
under the contract it was necessary for 
the taxpayer to acquire a considerable 
amount of equipment. This it ac- 
quired by purchasing the equipment of 
the previous contractor. In reconstruct- 
ing the taxpayer’s base-period income 
the actual revenue which had been paid 
to the previous contractor during that 
period was added to the taxpayer’s rev- 
enue. Costs and expenses of the tax- 
payer were analyzed through determin- 
ing those of a constant and those of a 
variable nature. The variable costs were 
then adjusted to conform to the in- 
crease in revenue. On audit of the 
claim the examining officer conceded 
that the presentation of the claim was 
on a just and fair basis and he accord- 
ingly submitted a report approving the 
claim after making a few minor adjust- 
ments. The report has been approved by 
his office and the taxpayer has signed 
the necessary agreements consenting to 
the amount of tax refund as determined 
on the basis of the allowance of claim. 

“In another instance, the taxpayer’s 
organization immediately prior to and 
during the base period designed and de- 
veloped special machines for the produc- 
tion of metal products used in the auto- 
motive industry. A claim was prepared 
which was predicated upon the devel- 
opment of a new product and an in- 
crease in the capacity for production 
and operation. While the new type of 
product was developed during the early 
part of the base period, the acceptance 
of the product by the industry required 
an extensive selling job in consequence 
of which general acceptance was not 
secured until the latter part of the base 
period and thereafter. As the demand 
for the product developed during the 
base period in consequence of the sell- 
ing efforts, substantial additions were 
made to the taxpayer’s plant assets. 

“In reconstructing the sales for the 
base period as shown in the claim filed, 
the industry’s index for the base-period 
years was determined in relationship to 
the year 1941. The percentages. arrived 
at for each of the respective base-period 
years were applied to taxpayer’s 1941 
sales and the figures obtained were used 
as the reconstructed sales for each of the 
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base-period years. Costs and expenses 
that varied were reconstructed accord- 
ingly. The local revenue agent’s office 
recommended the disallowance of this 
claim, basing its recommendation large- 
ly on the fact that the method of re- 
construction did not eliminate the war 
economy. 

“In connection with the protest filed, 
a trend was developed by the produc- 
tion of evidence showing the pounds of 
new products produced for each car 
manufactured for each of the base- 
period years. The trend was projected 
forward for two years and showed a 
considerable increase. This figure was 
then applied to the actual cars produced 
by the industry for each year during the 
base period and the result was used as 
reconstructed sales for the year. The net 
income as based upon the revised recon- 
structed sales and costs and expenses as 
submitted in the protest was slightly 
higher than the reconstructed net in- 
come as presented in claim originally 
filed. 

“At the conference held on the mat- 
ter, Treasury Department representa- 
tives definitely admitted that the tax- 
payer had developed a new product and 
had increased its capacity for the pro- 
duction of such product during the base 
period and should therefore be entitled 
to relief. However, notwithstanding 
this admission, Department representa- 
tives refused to accept as correct tax- 
payer’s determination of what consti- 
tuted a fair and just standard of nor- 
mal earnings, again claiming that the 
effect of war economy had not been 
eliminated. As taxpayer believes it can 
demonstrate that it was in fact injured 
by the outbreak of war, the matter has 
been referred to the technical staff, 
where the case is now pending.” 


“We have several cases where new 
products were introduced in 1939. We 
anticipated difficulty in proving that 
sales were expanding at the end of 1939. 
We also anticipated difficulty in estab- 
lishing a reconstructed base without 
making use of post-1939 data, since the 
actual sales experience in 1939 had been 
inconclusive. 

“One thing that occurred to us was to 
ask some of the larger customers to 
write letters setting forth the prospects 
for the new products as they saw them 
at the end of 1939. We found that most 
people would cooperate. We presented 
the letters first on the question of 
whether sales were expanding at the end 
of 1939. We found they were readily 
accepted by revenue agents as proof 
that sales were expanding, thereby es- 
tablishing the right to the two-year 
pushback. 

“However, those letters also consti- 
tuted our only evidence of what the re- 
constructed base would have been un- 
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der the two-year pushback, in that they 
usually outlined the prospects for 1940 
and 1941 as the large customers saw 
them at the end of 1939. There we ran 
into difficulty with the agents, who said 
that data as to 1940 and 1941 are post- 
1939 data, and therefore inadmissible. 

“We have argued that the ban on 
post-1939 data was motivated by the 
desire not to have to deal with data 
likely to be inflated as a result of the 
war and that this sort of data setting 
forth the prospects as of December 31, 
1939, couldn’t be inflated by the war 
because the country wasn’t yet in the 
war. We haven’t had much success, 
however, in convincing the agents that 
such data is not post-1939 data. Under 
the circumstances, it is going to be im- 
possible, in many cases, to prove what 
the reconstructed base should be for a 
new product introduced so late in the 
base period that actual sales experience 
prior to 1940 is negligible.” 


“One of the phases of Section 722 
which has interested me most in my 
own experience with claims filed under 
this section, and which might be of in- 
terest to you, is the question of the 
relationship of subsection b(5) to its 
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preceding subsections. Subsection b (5) 
is an important category of Section 722 
and deserves particular consideration 
because of the wide variety of situations 
which may qualify for relief under its 
provisions. 

“My particular dispute with the 
Treasury concerning its interpretation 
relates to the question of whether b (5) 
is to be treated as a separate and dis- 
tinct category of Section 722(b), or 
whether a case seeking to qualify un- 
der it must of necessity bear a factual 
resemblance to some situation which 
might ordinarily qualify under subsec- 
tions b(1) to b(4). The bureau has 
argued that unless I could show that 
certain cases which I have claimed are 
governed by subsection b(5) closely re- 
semble the type of cases which meet 
the provision of the first four subsec- 
tions that the taxpayers there involved 
would not be entitled to relief. It seems 
to be their position that Congress in- 
tended to afford relief in only the four 
general situations covered by subsec- 
tions b(1) to b(4) and that b(5) was 
added merely to prevent hardship in 
a case which fails in some minor partic- 
ular to satisfy the express provisions of 
the previous subsections. 
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“It is my contention, on the other 
hand, that when the facts of any case 
are specifically covered by one particu- 
lar subsection, b(1) to b(4), strict com- 
pliance therewith is essential and fail- 
ure to comply with every condition will 
disqualify the taxpayer from relief. 
However, subsection b(5) is expressly 
intended to govern every case where ‘any 
other factor,’ other than those enumer- 
ated in b(1) to b(4), results in an in- 
adequate standard of normal earnings. 
The only restriction under b(5) is that 
the taxpayer’s application for relief 
thereunder must not be _ inconsistent 
with the principles underlying the entire 
subsection and with the conditions and 
limitations enumerated therein.” 


“I would like to call the attention of 
the group to some experiences we re- 
ceived that have a bearing on this ques- 
tion of how you are going to decide ‘nor- 
mal.’ One taxpayer said he had ob- 
tained a settlement based upon the 
elimination, of all of the best years and 
all of the poorest years and an averaging 
of what was left. He said they and the 
agent were able to get together on that 
and wiped out all the excess profits they 
had so far.” 
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